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The IRS Mission

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part ll.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—ltems of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 110.—Qualified Lessee = 1995 (44 U.S.C. 3507) under contro(or treated as a rent reduction) by a lessee

Construction Allowances for number 1545-1661. Responses to thef®m a lessor under a short-term lease of

Short-Term Leases collections of information are mandatory.retail space, provided the purpose and ex-
An agency may not conduct or sponsopenditure requirements are met.

26 CFR 1.110-1: Qualified lessee construction ~ and a person is not required to respond to, ) _

allowances. a collection of information unless the colExPenditure Requirement

T.D. 8901 lection of information displays a valid The proposed regulations required that

control number. a qualified lessee construction allowance
DEPARTMENT OF THE TREASURY ~ The estimated annual burden per rgse expended by the lessee in the taxable

Internal Revenue Service spondent varies from .5 hours t0 1.5 received on the construction or im-
26 CFR Parts 1 and 602 hours, depending on individual circum+5yement of qualified long-term real
stances, with an estimated average of ﬂroperty for use in the lessee’s trade or
Qualified Lessee Construction hour. _ business at the retail space. However, the
Allowances for Short-Term Comments concerning the accuracy qfynosed regulations deemed an amount
Leases these burden estimates and suggestiopSpaye peen expended by a lessee in the

~ for reducing these burdens should be sepfyap|e year in which the construction al-
AGENCY: Internal Revenue Serviceto thelnternal Revenue Service Alin: |, ance was received by the lessee if the

(IRS), Treasury. IRS Reports Clearance Officer,;maynt is expended within 8 1/2 months
OP:FS:FP, Washington, DC 20224, and tQ¢er the close of that taxable year.

the Office of Management and Budget  geyeral commentators maintained that
SUMMARY: This document contains Attn: Desk Officer for the Department ofy,q ronosed rule prescribing a time limit
final regulations concerning an exclusiohe Treasury, Office of Information and, making the expenditure is not required
from gross income for qualified lessediegulatory Affairs, Washington, DCyy ihe statute or the legislative history and
construction allowances provided by 20503. should be eliminated. One commentator,
lessor to a lessee for the purpose of con- Books or records relating to this collecsy, example, pointed out the absence of
structing long-lived property to be usedion of information must be retained ag,, eypiicit expenditure requirement in

by the lessee pursuant to a short-terfing as their contents may become mategytion 110 like the one found in section
lease. The final regulations affect a lessd@! In the administration of any internaly 1 g(cy2)(B), which requires that an ex-

and a lessee paying and receiving, respg@venue law. Generally, tax returns anfengityre relating to a nontaxable contri-
tively, qualified lessee construction altax return information are confidential, ag, tion in aid of construction be made be-

ACTION: Final regulations.

lowances that are depreciated by a lessttduired by 26 U.S.C. 6103. fore the end of the second taxable year
as nonresidential real property and ©Xgackground after the year in which such amount was
cluded from the lessee’s gross income. received.

The final regulations provide guidance on On September 20, 1999, the IRS pub- Section 110 does not provide an ex-
the exclusion, the information required tdished proposed regulations (REG-plicit expenditure time limit, but it also

be furnished by the lessor and the lesseE)6010-98, 1999-40 |.R.B. 493) in thejoes not toll the statute of limitations until
and the time and manner for providing-ederal Register(64 F.R. 50783) invit- the taxpayer notifies the Secretary that the
that information to the IRS. ing comments under section 110. A pubamount has been expended as does sec-

DATES: Effective Date Th | lic hearing was held January 19, 200Qion 118. The lack of a statute of limita-
: eclive Date These regula- nymerous comments have been receiveglon tolling provision in section 110

tions are effective O'<.:t.ober 5, 2000. After consideration of all the commentsyyould be troublesome if there was no lim-
Date of Applicability For date of ap- e proposed regulations are adopted @@tion on the time period to make the

plicability of §1.110-1, see 81.110-1(d). eyised by this Treasury decision. qualified expenditure. In addition, sec-

FOR FURTHER INFORMATION CON- b hiic Comments tion 110(a) provides that an amount may
TACT: Paul Handleman, (202) 622-3040 be excluded only to the extent that such
(not a toll-free number). In accordance with section 110(a), thamount does not exceed the amount ex-

_ proposed regulations provided thapended by the lessee for the construction

SUPPLEMENTARY INFORMATION: amounts provided to a lessee by a lessor improvement of qualified long-term

Paperwork Reduction Act for property to be constructed and used bgal property.

the lessee pursuant to a lease are not in-The IRS and Treasury Department be-
The collections of information con- cludible in the lessee’s gross income if théeve that the absence of an extension of
tained in these final regulations have beeammount is a qualified lessee constructiothe statute of limitations and use of the
reviewed and approved by the Office oallowance. The proposed regulations deerm “expended” in the past tense indicate
Management and Budget in accordandéned a qualified lessee construction althat the amount must be expended by the
with the Paperwork Reduction Act oflowance as any amount received in casgtnd of the taxable year it is received. Ac-
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cordingly, the final regulations retain thethis language to “substantially provides’sales area and not be limited only to areas
expenditure time limitation. However, inor using a standard that would lead a reavhere customers purchase products and
recognition that a lessee may not be abkonable person to conclude that the puservices. Section 110(c)(3) and the pro-
to expend the amount in the same taxabfpose of the construction allowanceosed regulations only require that the
year the lessee receives the constructi@mount is for the construction or im-property be used “in the trade or business”
allowance from the lessor, the final requprovement of qualified long-term realof selling tangible personal property or
lations also retain the 8 1/2 month rulgroperty. The final regulations do notservices to the general public. In response
provided in the proposed regulationsadopt these suggestions. The IRS and the these comments, the final regulations
This 8 1/2 month rule, which grants thelreasury Department believe that this exstate that the term “retail space” includes
lessee an additional 8 1/2 months after th@ess language is consistent with the rewot only the space where the retail sales
close of the taxable year in which the conquirements of section 110(a) and is neceafe made, but also space where activities
struction allowance was received to exsary to help ensure that the lessor and tlsepporting the retail activity are per-
pend the amount, is consistent with th&essee take consistent tax positions. formed (such as an administrative office, a
time period, including extensions, that a In addition, commentators noted thastorage area, and an employee lounge).
corporate taxpayer has to file its return fokease agreements do not necessarily ad- .. ..
the taxable year in which the constructiodress construction allowances. The corﬁeflnltlon of Lease Term
allowance is received. struction allowance provisions may be Consistent with section 110(c)(2), the
Commentators requested that to the exontained in another document executegroposed regulations defined a short-term
tent the final regulations retain the expeneontemporaneously with the lease agregease as a lease (or other agreement for
diture requirement, the requirementent or executed during the lease termgccupancy or use) of retail space for 15
should be modified to include construcfor example, the lessor may provide gears or less (as determined pursuant to
tion allowances used to reimburse lessemnstruction allowance during the leasgection 168(i)(3)). Section 168(i)(3) pro-
expenditures made in a prior year. In reterm for the remodeling of the retail spacgides rules on determining when renewal
sponse to these comments, the final regby the lessee. In response to these coptions will be considered part of the
lations clarify that, provided the lesseements, the final regulations clarify that anease term. Section 168(i)(3)(B) provides
has not depreciated the expenditures, rancillary agreement executed contempghat, in the case of nonresidential real
imbursements received in a taxable yeaaneously with the payment of a construcproperty or residential rental property,
after the year in which the expendituresion allowance, whether executed with th@ny option to renew at fair market value,
are made by the lessee are timely for purease or during the term of the lease, igetermined at the time of renewal, is not
poses of the expenditure requirement.  considered a provision of the lease agregsken into account for purposes of deter-
ment for this purpose. mining the lease term.
. - - Definition of Retail Space A cor_nmentgtor suggested that the final
Consistent with section 110(a), the pro- regulations stipulate that certain common
posed regulations provided that a quali- Section 110(c)(3) defines the term “rerenewal options will be considered to be
fied lessee construction allowance muggil space” as real property leased, occ@t fair market value. For example, the
be under a short-term lease of retail spagged, or otherwise used by a lessee in ig@mmentator suggested that if a lease sets
and for the purpose of constructing or imtrade or business of selling tangible perent at a certain percentage of sales for the
proving qualified long-term real propertysonal property or services to the generdlriginal lease term and uses that same
for use in the lessee’s trade or business piblic. The proposed regulations specifiPercentage of sales for renewal options,
the retail space. The proposed regulatiomslly requested comments on whether tH&€ renewals should be considered to be at
required that the lease agreement for thaefinition of “retail space” needs to befair market value. As the comment relates
retail space expressly provide that thelarified. to the determination of lease term under
construction allowance is for the purpose In response to comments, the final regsection 168 and would affect other provi-
of constructing or improving qualified ulations clarify that offices for hair styl- Sions in addition to section 110 that refer-
long-term real property for use in theists, tailors, shoe repairmen, doctorsgnce section 168(i)(3), such as sections
lessee’s trade or business at that retddwyers, accountants, insurance agent$42 and 280F, the comment is beyond the
space. The purpose requirement was ifinancial advisors, stock brokers, securiscope of this regulation. Accordingly, the
tended to further Congressional intent ofies dealers (including dealers who sell séinal regulations do not adopt the sug-
ensuring consistency in the treatment afurities out of inventory), and bankers argested comment.
the construction allowance by both théncluded in the definition of retail space.
lessor and the lessee. The final regulations also clarify that a
Commentators suggested deleting thxpayer is selling to the general public if The proposed regulations required
requirement in the proposed regulationthe products or services for sale are madpialified lessee construction allowance
that the lease agreement “expressly pravailable to everyone even though onlynformation to be furnished by the lessor
vides” that a construction allowance be&ertain customers or clients are targeted.and the lessee to the IRS, and described
for the purpose of constructing or improv- A commentator suggested that retailhe time and manner for providing that in-
ing qualified long-term real property.space should include back-office suppoiformation to the IRS. The proposed regu-
Other commentators suggested changirfgnctions that are contiguous to the retalations also provided that a lessor or a

Purpose Requirement

Information Requirement
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lessee that fails to furnish the required inMoreover, the reporting requirement in secate Chief Counsel (Passthroughs and Spe-
formation may be subject to a penaltyion 110(d) specifically provides that bothcial Industries), IRS. However, other per-

under section 6721. the lessor and the lessee should furnish isennel from the IRS and Treasury Depart-
A commentator suggested that the reformation. ment participated in their development.
quired information to be furnished should *okokokok

be the information that is current at the tim&ffective Date _
Amendments to the Regulations

the lease is e_xecuted. According to the e proposed regulations proposed an
commentator, it would not be unusual for @ective date applicable to leases entered Accordingly, 26 CFR parts 1 and 602
lease to be executed years prior to the P, on or after the date final regulations arare amended as follows:

ment and receipt of the c_onstructlon alpublished in théederal Register A com-

L(z\:avanhczf\}e gggnogéhiife?fs ;?];:‘heelrefsﬁentator suggested delaying the effectiBART 1—INCOME TAXES
e s gt T T o 8 magon 1. o sty i

changed. ness practices to the final regulations. Tl?é_ﬁrt Lis Iamg nded bydgdding an fe r|1|try if‘
The final regulations do not adopt thein| regulations adopt this suggestion by ;nuet[]lg?ito'r 2e6r Lo;eg ;ggs&tff orows:

suggestion. The purpose of the informatiop, 3xing the regulations effective 30 daygection 1y.110_1.a.|5(.) issued under 26

reporting by the lessor and the lessee is Ifyer the date the final regulations are puly s ¢ lld(d)' . x

ensure consistent treatment of the constrUspe in theFederal Register e 11001 is added 1o

tion allowance as nonre3|de_nt|al property Although the final regulations do not,ggq és f;'_)||0WS' :

owned by the lessor. Accordingly, it is im-qyide for an election to apply the regu- '

perative that the identity of the persons payayigns retroactively, taxpayers who com§1.110-1 Qualified lessee construction

ing and receiving the construction aly,y yith the rules set forth in the regula-allowances.

lowance amount and relevant informationons for leases entered into after August _ _
provided be correct. 5, 1997, and prior to the effective date of (a) Overview Amounts provided to a

A_commen_tator suggested that the inforg, o regulations (other than the reportinbessee by a lessor for property to be con-
matlor_1_ reqwrgment s_hould absolve th?equirement) will be treated as meetin?tru‘:ted and used_ by the Ie_ssee pursuant
party filing the information statement fromy, requirements of section 110. 0 a lease are not includible in the lessee’s

any penalty under section 6721 if the party gross income if the amount is a qualified
relied upon incorrect information receivedSpecial Analyses lessee construction allowance under para-
from the other party or if the information graph (b) of this section.

cannot be obtained from the other party 't has been determined that this Trea- ) qyalified lessee construction al-
after reasonable efforts. Section 6724(UrY decision is not a significant regulayg\yance (1) In general A qualified
provides that no penalty shall be imposetP!Y action as defined in Executive Ordefeggee construction allowance means any
under section 6721 with respect to any failt2866. Therefore, a regulatory assesgygynt received in cash (or treated as a
ure if it is shown that such failure is due tgnent is not required. It also has been deant requction) by a lessee from a lessor—
reasonable cause and not willful neglecférmined that section 553(b) of the Ad- ) ynder a short-term lease of retalil
Thus, no penalty under section 6721 willhinistrative Procedure Act (5 U.S.C.gnace.

apply to a lessor (or a lessee) if the failur&NapPter 5) does not apply to these regula- iy For the purpose of constructing or
to furnish qualified lessee construction allions- Itis hereby certified that the collecyyrqying qualified long-term real prop-
lowance information resulted from thefion of information in these regulationsgyy for yse in the lessee’s trade or busi-
lessee (or the lessor) providing incorrect in2/ill not have a significant economic iM-pags ot that retail space; and
formation to the other party to the leas8aCt 0N a substantial number of small en- iy T4 the extent the amount is ex-
upon which the lessor (or the lessee) religifi€s- This certification is based upon theyongeq by the lessee in the taxable year
in good faith. fact that any burden on taxpayers is Minkgceived on the construction or improve-
Another commentator suggested that tH8!- Accordingly, & Regulatory Flexibil- ant of qualified long-term real property
information to be furnished by a lessor idY Analysis under the Regulatory Flexi-o, se in the lessee’s trade or business at
duplicative because the lessee is required 21ty Act (5 U.S.C. chapter 6) iS noty, ¢ retail space.
furnish the same information to the IRSFeauired. Pursuant to section 7805(f) of oy pefinitions—(i) Qualified long-
According to the commentator, the lessed® Intermnal Revenue Code, the notice Qb real propertyis nonresidential real
should bear the entire burden of filing th@roPosed rulemaking preceding these regioherty under section 168(e)(2)(B) that
required information because the lessee {ations was submitted to the Chief Coung nart of or otherwise present at, the re-
the primary beneficiary of section 110. Th&€! for Advocacy of the Small Business,j| space referred to in paragraph

final regulations do not adopt the commerfrdministration for comment on its impact(py1)(i) of this section and which reverts
on small business.

tator’'s suggestion. The information pro- to the lessor at the termination of the
vided by the lessor is helpful in corroborat]:)raﬂing Information lease. Thus, qualified long-term real
ing the information provided by the lessee property does not include property quali-

and ensures that the lessor treats the amouni he principal author of these regulation$ying as section 1245 property under sec-
as nonresidential real property on its returis Paul F. Handleman, Office of the Assocition 1245(a)(3).
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(i) Short-term leasés a lease (or other struction allowance received and the exar the lessee’s, as applicable, timely filed
agreement for occupancy or use) of retaienditures made for qualified long-term(including extensions) Federal income tax
space for 15 years or less (as determineeal property. return for the taxable year in which the
pursuant to section 168(i)(3)). (i) Time when expenditures deemedonstruction allowance was paid by the

(i) Retail spacas nonresidential real made For purposes of paragrapHessor or received by the lessee (either in
property under section 168(e)(2)(B) thafb)(1)(iii) of this section, an amount iscash or treated as a rent reduction), as ap-
is leased, occupied, or otherwise used leemed to have been expended bypicable. A lessor or a lessee may report
the lessee in its trade or business of selessee in the taxable year in which théhe required information for several quali-
ing tangible personal property or servicesonstruction allowance was received byied lessee construction allowances on a
to the general public. The termtail the lessee if— combined statement. However, a lessor’s
spaceincludes not only the space where (A) The amount is expended by theor a lessee’s failure to provide informa-
the retail sales are made, but also spatessee within 8 1/2 months after the closgeon with respect to each lease will be
where activities supporting the retail acof the taxable year in which the amountreated as a separate failure to provide in-
tivity are performed (such as an adminiswas received; or formation for purposes of paragraph
trative office, a storage area, and em- (B) The amount is a reimbursemen(c)(4) of this section.
ployee lounge). Examples of servicefrom the lessor for amounts expended by (3) Information requiree—(i) Lessor
typically sold to the general public in-the lessee in a prior year and for which th€he statement provided by the lessor must
clude services provided by hair stylistslessee has not claimed any depreciatiaontain the lessor’s name (and, in the case
tailors, shoe repairmen, doctors, lawyergleductions. of a consolidated group, the parent’s
accountants, insurance agents, stock bro-(5) Consistent treatment by lessorname), employer identification number,
kers, securities dealers (including dealei@ualified long-term real property con-taxable year and the following informa-
who sell securities out of inventory), fi-structed or improved with any amount extion for each lease:
nancial advisors and bankers. For pucluded from a lessee’s gross income by (A) The lessee’s name (in the case of a
poses of this paragraph (b)(2)(iii), a taxfreason of paragraph (a) of this sectiononsolidated group, the parent’s name).
payer is selling to the general public if thenust be treated as nonresidential real (B) The address of the lessee.
products or services for sale are madgroperty owned by the lessor (for pur- (C) The employer identification num-
available to the general public, even if thposes of depreciation under 168(e)(2)(Bder of the lessee.
product or service is targeted to certaiand determining gain or loss under sec- (D) The location of the retail space (in-
customers or clients. tion 168(i)(8)(B)). For purposes of thecluding mall or strip center name, if ap-

(3) Purpose requirementAn amount preceding sentence, the lessor must treglicable, and store name).
will meet the requirement in paragrapltihe construction allowance as fully ex- (E) The amount of the construction al-
(b)(2)(ii) of this section only to the extentpended in the manner required by pardewance.
that the lease agreement for the retagraph (b)(1)(iii) of this section unless the (F) The amount of the construction al-
space expressly provides that the coressor is notified by the lessee in writindowance treated by the lessor as nonresi-
struction allowance is for the purpose ofo the contrary. General tax principleglential real property owned by the lessor.
constructing or improving qualified long-apply for purposes of determining when (ii) Lessee The statement provided by
term real property for use in the lesseethe lessor may begin depreciation of itshe lessee must contain the lessee’s name
trade or business at the retail space. Amonresidential real property. The lesseef@nd, in the case of a consolidated group,
ancillary agreement between the lessaxclusion from gross income under parathe parent’s name), employer identifica-
and the lessee providing for a construggraph (a) of this section, however, is notion number, taxable year and the follow-
tion allowance, executed contemporanedependent upon the lessor’s treatment afg information for each lease:
ously with the lease or during the term ofhe property as nonresidential real prop- (A) The lessor’'s name (in the case of a
the lease, is considered a provision of therty. consolidated group, the parent’s name).
lease agreement for purposes of the pre-(c) Information required to be fur- (B) The address of the lessor.
ceding sentence, provided the agreemenished—(1) In general The lessor and (C) The employer identification num-
is executed before payment of the corthe lessee described in paragraph (b) bkr of the lessor.
struction allowance. this section who are paying and receiving (D) The location of the retail space (in-

(4) Expenditure requirement(i) In a qualified lessee construction allowancesluding mall or strip center name, if ap-
general Expenditures referred to in pararespectively, must furnish the informatiorplicable, and store name).
graph (b)(1)(iii) of this section may bedescribed in paragraph (c)(3) of this sec- (E) The amount of the construction al-
treated as being made first from theion in the time and manner prescribed itowance.
lessee’s construction allowance. Tracingaragraph (c)(2) of this section. (F) The amount of the construction al-
of the construction allowance to the actual (2) Time and manner for furnishing in-lowance that is a qualified lessee con-
lessee expenditures for the construction dormation The requirement to furnish in-struction allowance under paragraph (b)
improvement of qualified long-term realformation under paragraph (c)(1) of thisof this section.
property is not required. However, thesection is met by attaching a statement (4) Failure to furnish information A
lessee should maintain accurate records with the information described in paradessor or a lessee that fails to furnish the
the amount of the qualified lessee congraph (c)(3) of this section to the lessor’formation required in this paragraph (c)
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may be subject to a penalty under section Par. 4. In 8602.101, paragraph (b) is\pproved August 29, 2000.
6721. amended by adding an entry for 1.110-1

(d) Effective date This section is ap- to the table in numerical order to read as
plicable to leases entered into on or aftdollows:

Jonathan Talisman,
Acting Assistant Secretary

October 5, 2000. of the TreaSUry.
§602.101 OMB Control numbers.

PART 602—OMB CONTROL (Filed by the Office of the Federal Register on Sep-
Kk ok ok ok tember 1, 2000, 8:45 a.m., and published in the issue

NUMBERS UNDER THE (b) * k% of the Federal Register for September 5, 2000, 65

PAPERWORK REDUCTION ACT F.R. 53584)

Robert E. Wenzel,
Deputy Commissioner

Par. 3. The authority citation for part
602 continues to read as follows:

Authority: 26 U.S.C. 7805. of Internal Revenue.
CFR part or section where Current OMB
identified and described control No.
* k kK k%
L0 . o e 1545-1661
* k kK k%
Section 368.—Definitions of the issuing corporation in exchange fomation is elective. If §1.368—1T would
Relating to Corporate stock owned by the shareholder in the tagpply to a transaction, but the taxpayer
Reorganizations get corporation. would prefer to apply the final regula-

tions, the taxpayer may elect to submit the
information. The likely respondents are

Applicability Dates For dates of ap- businesses or other for-profit institutions.

T.D. 8898 plicability of these regulations, see the Comments concerning the collection of

“Effective Dates” portion of the Supple_mformation should be sent to ti@ffice
DEPARTMENT OF THE TREASURY mentary Information of the preamble. of Management and BudgetAttn: Desk
Internal Revenue Service Officer for the Department of Treasury,

DATES: Effective DatesThese regula-

26 CFR 1.368-1: Purpose and scope of exception of .
reorganization exchanges. fions are effective August 30, 2000.

FOR FURTHER INFORMATION CON- Office of Information and Regulatory Af-
26 CFR Parts 1 and 602 TACT: Marie Byrne, (202) 622-7750 (notfairs, Washington, DC 20503, with copies
Continuity of Interest a toll-free number). to theInternal Revenue Service Attn:
. IRS Reports Clearance Officer,
AGENCY: Internal Revenue Service>YPPLEMENTARY INFORMATION: OP:FS:FP, Washington, DC 20224. Any

(IRS), Treasury. Paperwork Reduction Act such comments should be submitted not
ACTION: Final regulations. . . S later than October 30, 2.0.00'

The collection of information in these Comments are specifically requested
SUMMARY: This document contains final regulations has been reviewed andaoncerning:
final regulations providing guidance re-pending receipt and evaluation of public (a) Whether the collection of informa-
garding the continuity of interest requirecomments, approved by the Office otion is necessary for the proper perfor-
ment for corporate reorganizations. Th&lanagement and Budget (OMB) undemance of the functioning of the Internal
final regulations affect corporations andt4 U.S.C. 3507 and assigned contrdRevenue Service, including whether the
their shareholders. The final regulationsumber 1545-1691. information will have practical utility;
provide that distributions and redemp- The collection of information in these (b) The accuracy of the estimated bur-
tions by a target corporation prior to a poregulations is in §1.368-1(e)(7). The inden associated with the collection of in-
tential reorganization are taken into acformation is a private letter ruling requesformation (see below);
count for continuity of interest purposedo apply the final regulations to a transac- (c) How the quality, utility, and clarity of
to the extent that the consideration retion in which a taxpayer has entered into the information requested may be enhanced;
ceived by the target shareholder in the rdsinding agreement on or after January 28, (d) How the burden of complying with
demption or distribution is treated asl998 (the effective date of §1.368—1T)the collection of information may be mini-
other property or money under sectiormnd before the effective date of the finaiized, including through the application of
356 of the Internal Revenue Code, or toegulations. This information will be automated collection techniques or other
the extent that the consideration would begsed to ensure that all parties to the tranfrms of information technology; and
treated as other property or money if thaction take consistent positions for Fed- (e) Estimates of capital or start-up
target shareholder also had received stoekal tax purposes. The collection of inforeosts, and costs of operation, mainte-
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nance, and purchase of services to preeribed in section 368. In addition to Other commentators expressed concern

vide information. complying with the statutory require-that certain types of taxpayers, such as S
Estimated total annual reporting burdenments and certain other requirements, @rporations, are inappropriately ad-
1,500 hours transaction generally must satisfy the COlersely affected by the approach of the

The annual burden per respondent variesquirement. The purpose of the COIl refemporary Regulations. The commenta-
from 50 to 200 hours, depending on indiquirement is to prevent transactions thdbrs noted that when an S corporation
vidual circumstances, with an estimatedesemble sales from qualifying for nonimerges into a C corporation, it is common
average of 150 hours. recognition of gain or loss available tdfor the S corporation, in advance of the
Estimated number of respondents: 10  corporate reorganizations. COI requireseorganization, to make distributions in
Estimated frequency of responses: Oncethat in substance a substantial part of thbe amount of its accumulated adjust-
An agency may not conduct or sponsoralue of the proprietary interests in T banents account (AAA). If large enough,
and a person is not required to respond tpreserved in the reorganization. Thesguch distributions may cause the potential
a collection of information unless it dis-final regulations address the effect omeorganization to fail to qualify for tax-
plays a valid control number assigned b Ol of prereorganization redemptiondree treatment because the COI require-
the OMB. and distributions. ment is not satisfied under the Temporary
Books or records relating to a collec-_l_he Temporary Regulations Regulations. These commentators be-
tion of information must be retained as lieve that this application of the COI rules
long as their contents may become mater- The Temporary Regulations providein the Temporary Regulations to S corpo-
ial in the administration of any internalthat a proprietary interest in T is not prefation reorganizations is inconsistent with
revenue law. Generally, tax returns anderved if, prior to and in connection withsection 1371, which generally provides
tax return information are confidential, as potential reorganization, it is redeemedhat subchapter C applies to an S corpora-
required by 26 U.S.C. 6103. or to the extent that, prior to and in contion, except to the extent inconsistent with
nection with a potential reorganization, asubchapter S, because the practice of
extraordinary distribution is made withmaking prereorganization AAA distribu-
On January 28, 1998, the Treasury Der_espect to it. tions makes it more difficul_t for S corpo-
partment and IRS published final regula- Several commen_tators argued that theations thar_1 fo_r C Corporatlons_ tq qualify
tions on the continuity of interest (COI)Temporary Regulations are overly broador reorg_anlzanon treatment. Slmll_ar con-
Some suggested that the scope of the C&&rns arise when a controlled foreign cor-

requirement for potential corporate reor-

ganizations, which permitted former tar_requwement should closely parallel thgoration (CFC) distributes income from

: w regarding the “solely for voting its previously taxed income account with
get corporation (T) shareholders to se N . o . .
. o . -, stock” requirement for reorganizationgespect to its subpart F income (see sec-
stock in the issuing corporation (P) with- .
: s 7. .under 8368(a)(1)(B) and (C), becaus&on 959). Another commentator sug-
out causing the potential reorganization t

fail to satisfy the COI requirement (T.D.BOth the solely for votlng stock reqwre-geste_d thfit dlstrl_bunons made by a C cor-
ment and the COI requirement arose oygoration immediately prior to a merger

8760, 1996-1 C.B. 803 [63 F.R. 4174])'of similar concerns, i.e., to prevent transwith a Regulated Investment Compan

Additionally, the IRS and Treasury De- 1€, 10 9 pany

partment published temporary (T.D. 876lactlons that resemble sales from qualifytRIC) or Real Estate Investment Trust

1998-1 C.B. 812) and proposed regul ing for nonrecognition treatment availabl§REIT) should not be treated as extraordi-

tions (REG—120882-97, 1998—1 c B corporate re_orggnlzatlons: These commary distributions. Under §81.852-12
: . mentators maintain that, similar to thgfor RICs) and 1.857-11 (for REITs), a C
824) (the Temporary Regulations) in the . . : .
. Solely for voting stock rule, prereorgani-corporation that merges into a RIC or
Federal Registerat 63 F.R. 4183 and 63~ _ . ) ) . S
. ; zation redemptions and extraordinary disREIT must distribute all non-RIC or non-
F.R. 4204, respectively, relating to re-

demptions of, and extraordinary distribu_tnbunons by T should not be taken intoREIT earnings and profits before the end

. . : . _account for COI purposes unless P dief the RIC’s or REIT’s first taxable year.
tions on, T stock prior to certain otherwise - X : . 4
s o rectly or indirectly furnishes the considerConsequently, a C corporation typically
qualifying reorganizations. . : S N . .
ation for the redemption or distribution.will distribute such earnings and profits
The Treasury Department and IRS re,

ceived written comments in response to th'% rule that goes beyond this, they arguegrior to a merger with a RIC or REIT.

. : : converts the COI requirement into an After considering these comments, the
proposed regulations. A public hearing on L :
: asset continuity test, and thus overlapgurpose of the COI requirement, and the
the proposed regulations was held on May:. o : . o .
) : ith the continuity of business enterprisether existing protections that prevent
26, 1998. After consideration of all com- . . .

. equirement (COBE) and the “substantransactions that resemble sales from
ments, §1.368-1T, published at 63 I:'F{iall all the assets” requirement for cerqualifying for nonrecognition of gain or
4183, is removed. Section 1.368-1(e) iF. y o q q g 9 gain |
amended by this Treasury decision ain reorganizations. loss available to corporate reorganiza-

' In addition, one commentator main-ions, the Treasury Department and IRS

Explanation of Provisions tained that the Temporary Regulationfave concluded that the approach of the
provide inconsistent results by treatindinal regulations best reflects the purpose

The Internal Revenue Code providegxtraordinary distributions taxed as divi-of the COI requirement. The regulations
general nonrecognition treatment for reordends under section 301 as the equivaleptovide that a proprietary interest in T

ganization transactions specifically deef sales proceeds for purposes of COl. (other than one held by P) is not preserved

Background
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to the extent that consideration receive@Ol than was intended in this contextthe burden of making this collection of in-
prior to a potential reorganization, eitheExample 8is removed by this Treasuryformation may be significant when applic-

in a redemption of T stock or in a distribu-decision. able, taxpayers will have to make this col-
tion with respect to T stock, is treated as . lection of information only if they are
other property or money received in thé&ffect on Other Authorities corporations or shareholders of corpora-

exchange for purposes of section 356 or These COJ regulations apply solely fofions who are parties to a purported reor-
would be so treated if the T SharehOIdeﬁurposes of determining whether the coyanization in which COI would not be
also had received stock of P in eXCha”%quirement is satisfied. No inferencdreserved under the Temporary regula-
for stock owned by the shareholder in Tshoui1d be drawn from any provision ofions. The IRS estimates that the number
In determining whether consideration igp;g regulation as to whether other reorgaP—f taxpayers who will need to make this
treated as other property or money undefi,4tion requirements are satisfied, or aeollection of information will be 10 or
section 356 received in an exchange for @ he characterization of a related trand€Wer. Therefore, a Regulatory Flexibility

proprietary interest in T, taxpayers should iy Analysis under the Regulatory Flexibility

consider all facts, circumstances, and rel- Act (5 U.S.C. chapter 6) is not required.

evant legal authorities. Effect on Other Documents Pursuant to section 7805(f) of the Code,
The regulations posit for COI purposes these final regulations will be submitted to

that each T shareholder receives some pThe following publications do not e chief Counsel for Advocacy of the
stock in exchange for T stock. SectioPPlY t0 the extent th.ey are inconsisten§ 41| Business Administration for com-
356 generally does not apply to a T shard!ith these regulations: ment on their impact on small business.

holder who does not receive any P stock R&V- Proc. 77-37 (1977-2 C.B. 568). ' '
in exchange for T stock in a reorganiza- Rev. Proc. 86—42 (1986-2 C.B. 722). Drafting Information

tion. See Rev. Rul. 74-515 (1974-2 C.Bgective Dates The principal author of these regula-
118). Solely for purposes of determining tions is Marie Byrne of the Office of the
whether the COI requirement is satisfied, These regulations apply to transactiongssgciate Chief Counsel (Corporate)

however, the regulations deem each @ccurring after August 30, 2000, unlesspg However, other personnel from the

share_holder to have receweql some the transaction occurs pu_rsuant to a WrifRs and Treasury Department partici-

stock in exchange for T stock (without asten agreement that is (subject to customagiaq in their development.

cribing any value to that stock). The regeonditions) binding on that date and at all X ok ok ok

ulations thus use the same criterion faiimes thereafter. Taxpayers who entered

determining whether COI is satisfied, reinto a binding agreement on or after JantAdoption of Amendments to the

gardless of whether a T shareholder reary 28, 1998 (the date that the temporargegulations

ceives any P stock. These final regulaand proposed regulations were filed with .

tions do not offer safe harbors or speciahe Federal Registe}, and before August Accordingly, 26 CFR parts 1 and 602

rules for the transactions about whict80, 2000, may request a private letter ruf"® @mended as follows:

commentators expressed concern. Unlikag permitting them to apply the final reg-ppART 1 INCOME TAXES

the temporary regulations, however, thelations to their transaction. A private let-

final regulations do not automatically takder ruling will not be issued unless the Paragraph 1. The authority citation for

all prereorganization redemptions and exaxpayer establishes to the satisfaction gfart 1 continues to read in part as follows:

traordinary distributions in connectionthe IRS that there is not a significant risk Authority: 26 U.S.C. 7805 * * *

with the reorganization into account forof different parties to the transaction tak- Par. 2. Section 1.368-1 is amended by:

COl purposes. ing inconsistent positions, for U.S. tax 1. Revising paragraph (e)(1)(ii).

purposes, with respect to the applicability 2. Removing paragraph (e)(2)(ii).

of the final regulations to the transaction. 3. Removing the paragraph designa-
Example &f §1.368-1(e)(6) illustrates , tion (e)(2)(i).

the effect on COI of a general stock repuroP€cial Analyses 4. RemovingExample 8of paragraph

chase program. In the example, P repur- i hag peen determined that these reg€)(6)- .

chases a sma_ll p_ercentage of its stogktions are not a significant regulatory ac- 5. Redesignatingexample 9of para-

after a reorganization, as part of a preeX;y, as defined in Executive Order 128683"aph (€)(6) aExample 8

isting stock repurchase program. COI isfherefore, a regulatory assessment is not6- Adding newExample 9o paragraph

satisfied because the redemption of g ired. It also has been determined th&)(6)-
small percentage of P stock was not i@qction 553(b) of the Administrative Pro- 7. Adding three sentences to the end of

connection with the merger. In responsgequre Act (5 U.S.C. chapter 5) does ndaragraph (e)(7).
to comments received, the IRS and Tre%{pply to these final regulations. It is The additions and revision read as fol-

sury Department issued further gmdancﬁereby certified that the collection of in-lOWS:
on the effect of a stock repurchase prog,mation in these re

gram on COI in Rev. Rul. 99-585,¢ 5 significant economic impact on 3 ot
f reorganization exchanges.
(1999-52 I.R.B. 701). Becausxample g pstantial number of small entities. This 9 9

8 suggests a more restrictive approach Quification is based on the fact that while*++*

Stock Repurchase Programs

gulations will notg; 368 1 purpose and scope of exception
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(e) *kk (1) *kk

356, and would not be so treated even if A had rPART 602—OMB CONTROL

(i) For purposes of paragraph (e)(l)(i)c‘;iVEd some stock of P iz exchangg fordhis T stoclyUMBERS UNDER THE
of this section, a proprietary interest in th% e prereorganization redemption by T does not afy o - o\ ORK REDUCTION ACT

target CorP(_)ration (Other_than_one held bterest in T is unaffected, and the value of the pro-
the acquiring corporation) is not pre-prietary interest in T is preserved.
served to the extent that consideration re- (7)*** Paragraph (e)(1)(ii) of this sec-

ect continuity of interest, because B’s proprietary

Par. 4. Section 8602.101, paragraph (b)
is amended by adding an entry to the table

ceived prior to a potential reorganizationtion, however, applies to transactions od" nhumerical order to read as follows:
either in a redemption of the target corpceurring after August 30, 2000, unless thggn2 101 OMB Control numbers.
ration stock or in a distribution with re-transaction occurs pursuant to a written

spect to the target corporation stock, iagreement that is (subject to customar§***

treated as other property or money reczonditions) binding on that date and at all (b) ***

ceived in the exchange for purposes dfmes thereafter. Taxpayers who entered

section 356, or would be so treated if thinto a binding agreement on or after Janu-
target shareholder also had received stoeky 28, 1998, and before August 30, 2000,
of the issuing corporation in exchange fomay request a private letter ruling permit-

Robert E. Wenzel,
Deputy Commissioner
of Internal Revenue.

stock owned by the shareholder in the tating them to apply the final regulation 0approved August 23, 2000.

get corporation.
*kkkk

(6) *kk

Example 9. Preacquisition redemption by targethere is not a significant risk of different
corporation T has two shareholders, Aand B. P e

presses an interest in acquiring the stock of T.
does not wish to own P stock. T redeems As shar

Xlgarties to the transaction taking inconsis-

Jent positions, for Federal tax purpose

their transaction. A private letter ruling
will not be issued unless the taxpayer es-
tablishes to the satisfaction of the IRS that

Jonathan Talisman,
Acting Assistant Secretary
of the Treasury.

éFiIed by the Office of the Federal Register on Au-
dlust 30, 2000, 8:45 a.m., and published in the issue

in T in exchange for cash. No funds have been oVith respect to the applicability of they e Federal Register for August 31, 2000, 65 F.R.

will be provided by P for this purpose. P subsefinal regulations to the transaction.

52909)

quently acquires all the outstanding stock of T from

B solely in exchange for voting stock of P. The cas§1.368—1T [Removed]

received by Ain the prereorganization redemption is
not treated as other property or money under section Par. 3. Section 1.368—1T is removed.

CFR part or section where Current OMB
identified and described control No.

* k k k%

L3808 . . ot 1545-1691
* k k k%

Section 411.—Minimum Vesting
Standards

26 CFR 1.411(d)-4: Section 411(d)(6) protected
benefits.

T.D. 8900

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1

Special Rules Regarding
Optional Forms of Benefit Under
Qualified Retirement Plans

AGENCY:
(IRS), Treasury.

ACTION: Final regulations.

SUMMARY: This document contains

Internal Revenue Service

fined contribution plans to be amended tthe Internal Revenue Code of 1986
eliminate some alternative forms in which(Code).
an account balance can be paid under cer-Section 411(d)(6) generally provides
tain circumstances, and permit certaithat a plan will not be treated as satisfying
transfers between defined contributiothe requirements of section 411 if the ac-
plans that were not permitted under priocrued benefit of a participant is decreased
final regulations. These regulations affedby a plan amendment. Section
gualified retirement plan sponsors, ad411(d)(6)(B), which was added by the Re-
ministrators, and participants. tirement Equity Act of 1984 (REA), Pub-
DATES: These regulations are effectivc%'ﬁalt‘iw Ig 8-397 (9(18 Statt.thl 4t26|)', prO\tndes
September 6, 2000, t a plan amendment that eliminates an
optional form of benefit is treated as re-
FOR FURTHER INFORMATION CON- ducing accrued benefits to the extent that
TACT: Linda S. F. Marshall, 202-622-the amendment applies to benefits ac-
6090 (not a toll-free number). crued as of the later of the adoption date
or the effective date of the amendment.
SUPPLEMENTARY INFORMATION: However, section 411(d)(6)(B) authorizes
the Secretary of the Treasury to provide
exceptions to this requirement. This au-
This document contains amendments tiority does not extend to a plan amend-

Background

final regulations that permit qualified de-26 CFR part 1 under section 411(d)(6) ofment that would have the effect of elimi-
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nating or reducing an early retirementnerge with or acquire other businessesnents of section 411(d)(6)(B) in a wide
benefit or a retirement-type subsidy. SecFhese employers often face issues agfnge of circumstances.
tion 204(g)(2) of the Employee Retire-whether to maintain separate plans, termi- Seventeen written comments respond-
ment Income Security Act of 1974nate one or more of the plans, or mergiag to the notice of proposed rulemaking
(ERISA), Public Law 93-406, (88 Stat.the plans. If the employer chooses tavere received. No public hearing was re-
829) provides a parallel rule to sectioomerge the plans, the resulting plan maguested or held. Nearly all of the written
411(d)(6)(B) of the Code that appliesaccumulate a wide variety of optionalcomments expressed support for the pro-
under Title | of ERISA, and authorizes thdorms, some of which may differ in in-visions of the proposed regulation that
Secretary of the Treasury to provide exsignificant ways or may entail special adwould provide relief from the require-
ceptions to this parallel ERISA require-ministrative costs. Because the electivmments of section 411(d)(6)(B) and re-
ment. Thus, Treasury regulations issuedansfer rule of 81.411(d)-4, Q&A-3(b) ofquested clarifications or extensions of that
under section 411(d)(6)(B) of the Codehe 1988 regulations has applied only teelief in various ways. After considera-
apply as well for purposes of sectiorsituations in which a participant’s benefitgdion of all of the written comments, the
204(g)(2) of ERISA. have become distributable, its applicabiltRS and the Treasury Department are
Final regulations regarding sectionty has been limited. adopting the proposed regulations as re-
411(d)(6)(B) (the 1988 regulations) were In recent years, it has become easier feised by this Treasury Decision for the
published in thé-ederal Registeron July individuals to replicate the various pay+feasons summarized below.
8, 1988. The 1988 regulations, and subment choices available from qualified These final regulations under section
sequent amendments to the regulationplans through other means. The Unem#11(d)(6)(B) do not affect other require-
define the optional forms of benefit thaployment Compensation Amendments ofnents of the Code. For example, a money
are protected under section 411(d)(6)(B}992, Public Law 102-318 (106 Statpurchase pension plan (or a plan other-
and provide for certain exceptions to th90), substantially expanded participantsiise described in section 401(a)(11)(B))
general rule of section 411(d)(6)(B). Inability to transfer distributions from quali- generally must satisfy certain require-
general, these regulatory exceptions to tHfeed plans to individual retirementments relating to qualified joint and sur-
application of section 411(d)(6)(B) to op-arrangements (IRAs) on a tax-deferredivor annuities and qualified preretire-
tional forms of benefit have been develbasis. Individuals who receive singlemment survivor annuities, and those
oped to address certain specific practicalum distributions from qualified plansrequirements are not affected by these
problems. For example, §1.411(d)-4frequently roll those distributions over di-final regulations. Similarly, these final
Q&A-3(b) of the 1988 regulations per-rectly to IRAs, under which distributionsregulations do not affect the requirements
mits a plan-to-plan transfer of a particican be made in a wide variety of paymerdf section 401(a)(31) relating to direct
pant’'s entire nonforfeitable benefit to bdorms. There are also indications that theollovers.
made at the election of the participantyast majority of participants in defined . .
without a requirement that the transfereeontribution plans who are given a choic&*Planation of Provisions
plan preserve all section 411(d)(6) proef distribution forms that includes a sin-p permitted Amendments to Alternative
_tectgd_ benefits, k_)ut only if the_partlglpgng!e-s_um_ distribution elect the single-sunggms of Payment Under a Defined
|s_eI|g|bIe to receive an |mme_c_llate distribdistribution. _ _ Contribution Plan
ution and certain other conditions are sat- The IRS and Treasury issued Notice
isfied. In addition, some regulatory ex98-29 (1998-1 C.B. 1163) to request In order to simplify plan administra-
ceptions to the application of sectiorpublic comment on several ways of protion, these final regulations adopt a modi-
411(d)(6)(B) to optional forms of benefitviding regulatory relief from the require-fied version of the rule set forth in the
address plan amendments that are relatetents of section 411(d)(6)(B) for definedproposed regulations that significantly ex-
to statutory changes. See Q&A-2(b) andontribution plans in view of these con{pands the permitted changes that may be
Q&A-10 of §1.411(d)-4. siderations. Most of the public commentsnade to alternative forms of payment
The IRS and Treasury recognize thateceived in response to Notice 98—29 indnder a defined contribution plan. Under
the accumulation of a variety of paymentlicated that, particularly for defined con+the rule in the proposed regulations, a de-
choices in a plan may increase the costibution plans, the section 411(d)(6)(B)fined contribution plan would not violate
and complexity of plan operations. Forequirement that a plan continue to offethe requirements of section 411(d)(6)
example, an employer that initiallyall existing payment options often im-merely because the plan was amended to
adopted a plan for which the plan docuposes significant administrative burdensliminate or restrict the ability of a partic-
ment was prepared by a prototype sponstiiat are disproportionate to any correipant to receive payment of the partici-
may now be using a different prototypesponding benefit to participants. Afterpant’s accrued benefit under a particular
plan that offers a different array of distrib-considering the comments received in resptional form of benefit if, after the plan
ution forms. The requirement to preserveponse to Notice 98-29, the IRS andmendment became effective with respect
virtually all preexisting optional forms for Treasury issued proposed regulationt® the participant, the distribution choices
benefits accrued up to the date of chandREG-109101-98, 2000-16 I.R.B. 903)available to the participant included both
in the prototype plan may present signifiwhich were published in thEederal payment of the accrued benefit in a sin-
cant practical problems in certain casefegister (65 F.R. 16546) on March 29,gle-sum distribution form and payment of
Similar issues arise where employer2000, to propose relief from the requirethe accrued benefit in an extended pay-
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ment form (such as, for example, an annuelling over a single-sum distribution to One commentator expressed concern
ity distribution), each of which was other-an IRA, the IRS and the Treasury Departhat permitting plan amendments that
wise identical to the eliminated or re-ment have determined that any advareliminate alternative forms of payment
stricted optional form of benefit. In thetages of requiring the retention of an exwould have the effect of permitting the
preamble to the proposed regulations, thended payment form are outweighed bglimination of subsidized early retirement
IRS and the Treasury Department rethe countervailing considerations. Ac-benefits (i.e., distribution forms available
guested comments on whether an exordingly, these final regulations generupon early retirement that have a higher
tended payment form should be requiredlly provide that a defined contributionactuarial value than the normal retirement
to be preserved as part of such a plaslan does not violate the requirements dienefit that has been accrued at the time
amendment, or should be required to bgection 411(d)(6) merely because the plaihe distribution begins). These regula-
preserved in particular circumstances. is amended to eliminate or restrict theions, however, permit plan amendments
In general, comments stated that thability of a participant to receive paymentliminating alternative forms of payment
rule set forth in the proposed regulationsf accrued benefits under a particular omnly in certain circumstances involving
would simplify plan administration. tional form of benefit if, after the plandefined contribution plans. Under a de-
However, most commentators also indiamendment is effective with respect to théned contribution plan, a participant is
cated that requiring the retention of an exparticipant, the alternative forms of pay-entitled to a distribution, in whatever
tended payment form would perpetuatenent available to the participant includdorm may be provided under the plan,
administrative burdens that would not b@payment in a single-sum distribution formonly to the extent of the participant’s indi-
justified by any comparative advantage tthat is otherwise identical to the optionalZidual account, plus earnings thereon.
plan participants. These commentatorform of benefit that is being eliminated orAccordingly, no alternative form of pay-
pointed out various administrative bur+estricted. The final regulations adopt thenent can be subsidized relative to any
dens associated with retaining an exeules set forth in the proposed regulationsther payment form available under a de-
tended payment form, such as maintairfor determining whether a single-sum disfined contribution plan. Thus, these regu-
ing a system to administer the extendetlibution is otherwise identical to an op-ations do not have the effect of permit-
payment form for the few (if any) partici- tional form of benefit that is being elimi-ting the elimination of any early
pants who choose that payment form, imated or restricted. retirement subsidy or any other subsi-
cluding descriptions of the extended pay- However, the final regulations includedized benefit forms.
ment f_orm in participant materlals_,_a provision _that protects participants ta_kB_ Voluntary Direct Transfers Between
explaining the extended payment form inng distributions shortly after the plan IS5 1ans
response to participant inquiries, dealingmended, who may have planned on the
with participant requests to accelerate disvailability of the payment form that is Under certain circumstances, the 1988
tributions under the extended paymertteing eliminated or restricted. Under thisegulations permitted elimination of op-
form, complying with the minimum re- provision, a plan amendment that elimitional forms of benefit in connection with
quired distribution rules of sectionnates or restricts the ability of a particitransfers of benefits from one plan to an-
401(a)(9), and handling the problems thgtant to receive a particular optional formother with a participant’s consent. See
result from an increased incidence obf benefit cannot apply to any distribution§1.411(d)—4, Q&A-3(b) (as contained in
missing participants. These commentahat has an annuity starting date earli€26 CFR part 1 revised April 1, 2000). The
tors also pointed out the special burderthan the 90th ddyafter the date the par-proposed regulations contained a number
that maintenance of an extended paymetitipant receiving the distribution hasof changes to the 1988 regulations that
option imposes in mergers and acquisbeen furnished a summary that reflectwould significantly liberalize the applica-
tions. These commentators took the posihe amendment and that satisfies the r&en of these elective transfer provisions.
tion that, in light of a participant’s ability quirements of the Labor Department regfhese final regulations generally finalize
to roll over distributions to one or moreulations at 29 CFR 2520.104b-3 relatinghe provisions of the proposed regulations
IRAs, which commonly offer a far widerto a summary of material modificationsrelating to elective transfers, with certain
array of alternative payment forms, and ifior pension plans (or, if earlier, the firstmodifications that are described below.
light of the ability of many participants today of the second plan year following the The 1988 regulations permitted an
choose to retain their full vested accourplan year in which the amendment i®lective transfer from one qualified plan
balance in the qualified plan, there is littleadopted). to another only if the participant’s benefit
or no advantage to the participant in rules As noted above, the final regulationsuinder the transferring plan was immedi-
requiring the plan sponsor to retain an opdo not affect the survivor annuity require-ately distributable (a distributable event
tion to receive extended payments from ments of sections 401(a)(11) and 417 dransfer). This condition precluded use of

qualified defined contribution plan. the direct rollover requirements of sectiorthe elective transfer provision in the 1988
After considering these comments re401(a)(31). regulations in connection with merger and
garding the desirability of requiring the acquisition transactions involving plans

retention of an extended payment fornt, __ . _ _ with a cash or deferred arrangement under
. L. .. This 90-day requirement is parallel to the 90-day . . . . .

and in light of the ability of participants to 4 action period applicable to any plan that is subjed€CtioN 401(k) in cases in which benefits

replicate any extended payment form théo the joint and survivor annuity requirements of secdnder the cash or deferred arrangement

a defined contribution plan may offer bytion 417. were not distributable because section
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401(k)(10) was not applicable. In re- fined contribution plan of the same typdransfer that could be accomplished to-
sponse to Notice 98—29, many commenta- if the transfer occurs in connection withtally or in part as a direct rollover under
tors stated that permitting elective trans- a corporate merger or acquisition or gection 401(a)(31) as a direct transfer to
fers from the former employer’s section change in the participant's employmenthich section 411(d)(6) relief applies.
401(k) plan to the new employer’s section status. See 81.411(d)-4, Q&A-3(b). They point out that this procedure is per-
401(k) plan under these circumstances Under certain circumstances, it may benitted under the 1988 regulations and that
would allow employers to permit employ-possible to accomplish a voluntary transthis procedure would simplify plan ad-
ees to keep their previously earned retirder of a participant’s benefit from one de-ministration. These final regulations clar-
ment benefits in a qualified plan togethefined contribution plan to another thatfy that plans are not required to bifurcate
with their newly earned retirement beneeould be structured as either a distriba transaction into a partial section
fits, particularly in cases where the newtable event transfer or a transaction at01(a)(31) direct rollover and a partial
employer chooses not to maintain the foremployment change transfer. In such alective transfer to which section
mer employer’s plan. situation, the plans would be required td11(d)(6) relief applies, but that plans are
Section 1.411(d)—-4, Q&A-3(c) of thesecomply with the requirements applicablgpermitted, as an alternative to bifurcation,
final regulations retains and modifies theo either one of those sets of rules with rego treat such a transaction entirely as an
previously applicable section 411(d)(6)spect to the transfer. elective transfer to which section
relief for distributable event transfers_, and 1. Expansion of Section 411(d)(6) 411(d)(6) relief applies. Howgver, as
§1.411(d)—-4, Q&A-3(b) of these final . I noted above, for transfers occurring on or
. . Relief for Distributable Event . .
regulations adds new section 411(d)(6) Transfers after January 1, 2002, this section
relief for transfers in connection with cer- 411(d)(6) relief for distributable event
tain corporate mergers and acquisitions or Under section 401(a)(31), which wadransfers does not apply to an elective
changes in the participant’s employmengnacted after the issuance of the 1988 regansfer that occurs at a time at which the
status (transaction or employment changdations, any eligible rollover distribution participant is eligible to receive an imme-
transfers). As a result, relief from sectioimay be directly rolled over to an IRA ordiate distribution of the participant’s en-
411(d)(6) applies in each of the followingto another eligible retirement plan. Theire nonforfeitable account balance in a
cases: section 411(d)(6) requirements do nosingle-sum distribution that would consist
 Direct rollover. Existing rules provide apply to amounts that have been distritentirely of an eligible rollover distribution
that if a direct rollover is made fromuted, including distributions that are di-within the meaning of section
one qualified retirement plan to an+ectly rolled over to another plan unded01(a)(31)(C). Instead, a similar result
other, as described in sectiorsection 401(a)(31). Accordingly, forcould be achieved by means of a direct
401(a)(31), the receiving plan is not reamounts that are distributable in an eligirollover to which section 401(a)(31) ap-
quired by section 411(d)(6) to offer theble rollover distribution, the elective plies.
same optional forms of benefit as theransfer rules of the 1988 regulations have Under the proposed regulations, the
sending plan offered. Seelargely been duplicated by the enactmerstection 411(d)(6) relief for transfers of
§1.401(a)(31)-1, Q&A-14. of section 401(a)(31) because the sanimmediately distributable amounts other
 Distributable event transfer As dis- section 411(d)(6) result generally is availthan eligible rollover distributions would
cussed further below, in any case imble through a direct rollover. These finabnly have applied to transfers between
which a participant is entitled to a dis+egulations generally eliminate this dupliplans of the same type (i.e., transfers from
tribution from either a defined benefitcation. Under these final regulations, fodefined benefit plans to defined benefit
plan or a defined contribution plan butransfers occurring on or after January Iplans and transfers from defined contribu-
the participant is not eligible to receive2002, the distributable event transfer ruleon plans to defined contribution plans),
an immediate distribution of the partic-are not available if the participant is eligi-notwithstanding that the 1988 regulations
ipant’s entire nonforfeitable accruedble to receive an immediate distributiorgranted section 411(d)(6) relief to trans-
benefit in a single-sum distributionof the participant’s entire nonforfeitablefers between plans of different types (i.e.,
that can be entirely rolled over, thesaccrued benefit in a single-sum distributransfers from defined benefit plans to de-
final regulations provide sectiontion that would consist entirely of an eli-fined contribution plans and vice versa).
411(d)(6) relief for a voluntary transfer.gible rollover distribution within the The preamble specifically requested com-
Thus, these regulations modify the dismeaning of section 401(a)(31)(C). (In-ments on whether section 411(d)(6) relief
tributable event transfer provisions ofstead, the plan must offer a sectiomwas needed for distributable event trans-
the 1988 regulations. 401(a)(31) direct rollover.) However, infers between different types of plans,
» Transaction or employment changeother situations, including situations ingiven the availability of direct rollovers.
transfer As discussed further below,which a single-sum distribution is notSeveral commentators stated that this sec-
even if a participant is not entitled to aavailable or the participant’s benefit in-tion 411(d)(6) relief provided under the
distribution to which the precedingcludes an amount attributable to after-tag988 regulations was still valuable and
rules would apply, these final regula-employee contributions, the distributablelso requested clarification that the relief
tions, like the proposed regulationsevent transfer rules will be available. applied to transfers of amounts that were
allow a voluntary transfer from a de- Some commentators requested thatnmediately distributable only in the
fined contribution plan to another deplans have the ability to characterize &orm of periodic payments commencing
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immediately. These final regulationsferred arrangement). The restrictions odefined benefit plans. Provisions for dis-
adopt both of these recommendations. the types of plans between which transadribution in kind are sometimes found, for
2. Section 411(d)(6) Relief for tion or emplo_y_ment cha_nge trz_insfers arexample,_ in plans invested in annuity con-
Transaction or Employment Changéaerml_tted faC|I|t_ate_ ad_mlnlstranon of thetracts orin mz_irketable mutu_al funds. The
Transfers _qualn‘led plan distribution rules by ensur-nght to a particular form of investment is
ing that amounts transferred to the receiwrot a protected optional form of benefit.
Section 1.411(d)-4, Q&A-3(b) of theseing plan, in a transfer that is not itself aHowever, the investments made by a plan
final regulations retains and, in some redistribution, will be subject to similar generally are subject to fiduciary require-
spects, expands provisions of the prdegal restrictions with respect to in-serments, including the prudence require-
posed regulations that grant, subject teice distributions. See Rev. Rul. 94-76nent of section 404(a)(1)(B) of ERISA.
certain conditions, broad section(1994-2 C.B. 46). In the case of transferfhe 1988 regulations state that the right to
411(d)(6) relief for many types of electivefrom plans that are subject to the survivoa medium of distribution, such as cash or
transfers of a participant’s entire benefiannuity requirements of sectiondn-kind payments, is an optional form of
under a defined contribution plan,401(a)(11)(A) and 417, those survivor anbenefit to which section 411(d)(6)(B) ap-
whether or not the benefit is immediatelynuity requirements would in any evenplies.
distributable (and whether or not the parapply to the receiving plan with respectto The proposed regulations provided
ticipant would be eligible for a distribu- the transferred amount as a result of thihat, if a defined benefit plan included an
tion of the participant’s entire benefit in atransferee plan rule of section 401(a)eptional form of benefit under which ben-
single-sum distribution that would be an(11)(B)(iii)(lll). efits were distributed in the medium of an
eligible rollover distribution). In order to In response to comments, the final regannuity contract, that optional form of
ensure that the participant’s election ocdlations clarify that the right to a transachenefit could be modified by substituting
curs in connection with an independention or employment change transfer is anash for the annuity contract. The pro-
event (and is not, in effect, a merether right or feature for purposes of se@osed regulations separately provided a
waiver), the transfer must be made eithéron 401(a)(4) (unlike a distributablesimilar rule for defined contribution plans
in connection with certain corporateevent transfer, which is treated as an ophat provided an annuity optional form of
transactions (such as a merger or acquigienal form of benefit for purposes of sechenefit and for distribution of an annuity
tion) or in connection with a participant’'stion 401(a)(4)). In applying sectioncontract, and that substituted a non-annu-
change in employment status (for exam401(a)(4) to a transaction or employmernity optional form of benefit for the annu-
ple, the participant’s transfer to a differenthange transfer right, the final regulationgty form. These final regulations combine
subsidiary or division of the employer,permit certain conditions to be disre-and simplify these two rules. The final
without regard to whether the transfegarded. Thus, for example, sectiomegulations clarify that a participant’s
constitutes a separation from service) td01(a)(4) would be satisfied if, with re-right to receive a particular benefit in the
an employment status with respect tgpect to all participants: (1) the plan proform of cash payments from either a de-
which the participant is not entitled to advides a transfer right in the event that afined benefit plan or a defined contribu-
ditional allocations under the transferoemployee ceases to be covered by thm®n plan and a participant’s right to re-
plan, even if the event is not one that trigplan because of any asset or stock disposieive that benefit in the form of the
gers the right to an immediate distribution, merger or other similar businesglistribution of an annuity contract that
tion. Such elective transfers can be madeansaction involving a change of the emprovides for cash payments that are other-
to a plan that is outside the employer'ployer; (2) the plan provides a transfewise identical in all respects to those cash
controlled group, to another plan of theight in the event that an employee ceas@ayments from the plan are not separate
same employer, or to a plan that is mairto be covered by the plan because of aptional forms of benefit. Therefore, for
tained by another member of the emidentified asset or stock dispositionexample, if a plan includes an optional
ployer’s controlled group. merger or other similar business transaderm of benefit under which benefits are
A transaction or employment changdion that involves a change of the emdistributed in the medium of an annuity
transfer may involve benefits that are noployer; or (3) the plan provides a transfecontract that provides for cash payments,
fully vested under the transferor planright in the event that an employee ceaséisat optional form of benefit may be mod-
However, where a participant’s benefito be covered by the plan because of iied by a plan amendment that substitutes
that is not fully vested under the transtransfer of employment to a position coveash payments from the plan for the dis-
feror plan is transferred pursuant to thesered by another plan within the em4ribution of the annuity contract, where
rules, the vesting schedule amendment rployer’s controlled group. those cash payments from the plan are
qui_rer_nents of section 411(a)(10) must b&_ Rules Regarding In-Kind identical to th_e cash payments payable
satisfied. L from the annuity contract in all respects
. Distributions
A transaction or employment change except for the source of the payments.
transfer generally is only permitted be- The final regulations clarify and mod-Of course, a defined contribution plan
tween defined contribution plans of thdfy the rules regarding the application othat continues to offer a life annuity form
same type (e.g., from a qualified cash dhe protections of section 411(d)(6)(B) taf distribution must purchase an annuity
deferred arrangement under sectioa right to receive benefit distributions incontract from an insurance carrier in order
401(k) to another qualified cash or dekind from defined contribution plans andto provide that optional form (and the
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plan may either distribute that contract tgants. These provisions of the final regula- 2. Q&A-2 is amended by:

the participant or hold the contract as #ons do not permit a plan to be amended in a. In paragraph (a)(1), removing the

plan asset from which it makes the paya way that affects protected features of opanguage “in paragraph (b) of this Q&A-

ments for the participant). tional forms of benefit other than the2” and adding the language “in this sec-
These final regulations permit a definednedium of distribution. tion” in its place.

contribution plan to be amended to replacE b. Adding two sentences at the begin-

the ability to receive a distribution in the ning of paragraph (a)(3)(ii)(A).

form of marketable securities (other than These final regulations are effective C- Revising the second sentence of

employer securities) with the ability to re-geptember 6, 2000. These final reguldaragraph (b)(2) introductory text.

ceive a distribution in the form of cashyjons apply to plan amendments that are d- Revising paragraph (b)(2)(iii).

Thus, the right to distributions from a deyqopted and effective on or after Septem- € Amending paragraph (b)(2)(viii) by

ffective Date and Applicability Date

fined contribution plan in the form of cashyer 6, 2000, except as provided ifeémoving the language “ of the em-
employer securities or other property that iy 411(d)—4, Q&A-2(e)(1)(ii) and Q&A- Ployer”.

not marketable securities is generally Pro3(c)(1)(i). f. Adding paragraph (e).

tected. The protection for employer securi- 3. Q&A-3 is amended by:

ties reflects the potential value of the speSpecial Analyses a. Revising paragraph (a)(3).

cial ta_lx treatmer_1t _prowded to net It has been determined that this Trea-
unrealized appreciation (NUA) on em-

L . ury decision is not a significant regula-
ployer securities under section 402(e)(4 'or;/action as defined in gExecutive grdes )
The protection for assets that are not ma »866. Therefore. a requlatory assess- The additions and revisions read as fol-
ketable securities reflects that possibilit¥n i ' g y OWS:

that a participant mav assian a hiaher val eent is not required. It also has been de-"""
P P Y g 9 Yermined that section 553(b) of the Ad81.411(d)-4 Section 411(d)(6) protected

tp .SUCh asse_ts than the_plan WlthOUt. the P inistrative Procedure Act (5 U.S.C.benefits.
ticipant having the ability to acquire the

asset after receiving a cash distribution. chapter 5) does not apply to these regulgs, , ,

. . tions, and because the regulation does not
The proposed regulations would permit fmpose a collection of information on
defined contribution plan that gives a par- P (@) ***

L : L - "~ small entities, the Regulatory Flexibility
ticipant the right to an in-kind distribution (3) ***
Act (5 U.S.C. chapter 6) does not apply. (i) Annuity contracts—(A) General

(including employer securities and proper :
that is not marketable securities) to t?ﬁursuant to section 7805(f) of the COder'ule. The right of a participant to receive

amended to limit the types of property i&%iggt;ﬁzszfrzgﬁ;isoegs r\/l\J/:aesms?Jlf)Ir?]?ttgtrjeé benefit in the form of cash payments
which distributions can be made to a partic; : rom the plan and the right of a participant
) o he Chief Counsel for Advocacy of the . s

ipant to specific types of property allocate%maII Business Administration for Com_to receive that benefit in the form of the
to the participant’s account at the time o o . distribution of an annuity contract that
the amendment (and with respect to Whicﬂ1ent on its impact on small business. provides for cash payments that are iden-
the participant had the right to receive amrafting Information tical in all respects to the cash payments
in-kind distribution before the plan amend- o from the plan except with respect to the
ment). In addition, the proposed regula- The principal author of these regulasoyrce of the payments are not separate
tions would permit a defined contributiontions is Linda S. F. Marshall of the Officepptional forms of benefit. Therefore, for
plan giving a participant the right to a dis©f the Division Counsel/Associate Chiefexample, if a plan includes an optional
tribution in a type of property to beCounsel (Tax Exempt and Governmenform of benefit under which benefits are
amended to specify that the participant i§ntities). However, other personnel fromyistributed in the medium of an annuity

permitted to receive a distribution in thathe IRS and Treasury participated in theigontract that provides for cash payments,

b. Adding paragraph (a)(4).
c. Revising paragraphs (b), (c), and

LDk kK

type of property only to the extent that thélevelopment. that optional form of benefit may be mod-
plan assets allocated to the participant’s ac- . ified by a plan amendment that substitutes
count at the time of the distribution includes yendments to the Regulations _cash payments from the plan for the annu-
that type of property. ity contract, where those cash payments
These provisions of the proposed regula- Accordingly, 26 CFR part 1 is amendedrom the plan are identical to the cash
tions were supported by commentators aras follows: payments payable from the annuity con-

have been adopted in these final regula- Paragraph 1. The authority citation fotract in all respects except with respect to
tions. In response to commentator suggepart 1 continues to read in part as followghe source of the payments. * * *

tions, the examples from the proposed reg- Authority: 26 U.S.C. 7805 * * * *okok ok k
ulations have been modified in these Par. 2. Section 1.411(d)—-4 is amended (b) * * *
regulations to clarify that a plan amendas follows: (2) * * * The rules with respect to per-

ment that limits the right of a distribution in 1. In Q&A-1, paragraph (b)(1), the lastmissible eliminations and reductions pro-
specified types of property to certain particsentence is amended by removing the lamided in this paragraph (b)(2) generally
ipants, as permitted by these regulationguage “81.401(a)(4)-4(d)” and addingare effective January 30, 1986; however,
need not itself contain a list of those partici=§1.401(a)(4)-4(e)(1)” in its place. the rules of paragraphs (b)(2)(iii))(A) and
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(B) and (b)(2)(viii) of this Q&A-2 are ef- stituting cash for the specified property as (A)Aplan amendment that limits non-cash distri-
fective for plan amendments that ar¢he medium of distribution to the exten®utions to a participant on termination of employ-

adopted and effective on or after Septenthat, on plan termination, an employee hd&e" ©© & distribution of employer stock and shares
0T PQR limited partnership. See paragraph

ber 6, 2000. * * * the opportunity to receive the optionalyyxyiiiy(a) of this QaA-2.

e form of benefit in the form of the specified ' (g) A plan amendment that limits non-cash distri-
(iii) In-kind distributions—(A) In-kind property. This exception is not availableputions to a participant on termination of employ-

distributions payable under defined conhowever, if the employer that maintaingnent to a distribution of employer stock and shares

tribution plans in the form of marketablethe terminating plan also maintains anothgf PQR limited partnership, and that also provides
. h h | L. lan that id ti |'f fb that only participants with employer stock allocated
securities other than employer securitiesplan that provides an optional form o enfo their accounts as of the effective date of the

If a defined contribution plan includes arefit under which benefits are distributed iymendment have the right to distributions in the
optional form of benefit under which ben-the specified property. form of employer stock, and that only participants

efits are distributed in the form of mar- (D) Examples The following exam- with shares of PQR limited partnership allocated to

their accounts as of the effective date of the amend-

ketable securities, other than securities (P‘ﬂes illustrate the application of this Paras ent have the right to distributions in the form of

t_he employer, t_h_at optional form of benegraph (b)(2)(iii): shares of PQR limited partnership. To comply with
fit may be modified by a plan amendment Example 1. (i) An employer maintains a profit- the plan amendment, the plan administrator retains a
that substitutes cash for the marketableharing plan under which participants may direct thést of participants with employer stock allocated to
securities as the medium of distributioninvestment of their accounts. One investment optiotheir accounts as of the effective date of the amend-
; vailable to participants is a fund invested in comment, and a list of participants with shares of PQR
For p_urposes of this para_graprf‘;mn stock of the employer. The plan provides thdimited partnership zllocatr‘)ed to their accounts as of
(b)(2_)(|ll)(A) and paragraph (b)(2)(l|l)(B) the participant has the right to a distribution in thehe effective date of the amendment. See paragraphs
of this Q&A-2, the ternmarketable secu- form of cash upon termination of employment. In(b)(2)(iii)(A) and (B) of this Q&A-2.
rities means marketable securities as deddition, the plan provides that, to the extent a par- (C) A plan amendment that limits non-cash distri-
fined in section 731(c)(2), and the terniicipants account is invested in the employer stockutions to a participant on termination of employ-
securities of the employeneans securi- I:'é)?\d;):heemp;:)t;:elfasl?;gﬂ?p?r?fé\;re}] ie:lnaltinc;rljlr(;? g:gllg;ln;ent to |a distcriibution ofhemployéer stock aT]d sr;]ares
] ) . . -of PQR limited partnership to the extent that those
ties of the en_w_ployer as defined in sectiofen on october 18, 2000, the plan is amendegssets are allocated to the participant’s account at the
402(e)(4)(E)(ii). effective on January 1, 2001, to remove the fund inime of the distribution. See paragraphs
(B) Amendments to defined contribuvested in employer common stock as an investme(t)(2)(iii)(A) and (B) of this Q&A-2.

tion plans to specify medium of distribuy£ption under the plan and to provide for the stock ) A plan amendment that limits non-cash distri-

tion. If a defined contribution plan in- held in the fund to be sold. The amendment permii§y sions to a participant on termination of employ-

; : participants to elect how the sale proceeds are t0 Rgant (o a distribution of employer stock and shares
cludes an optional form of benefit undefeziocated among the remaining investment ops¢t poR limited partnership, and that provides that

Wh'Ch bgneflts a(e distributable to a partions, and provides for amounts not so reallocated g%y participants with employer stock allocated to
ticipant in a medium other than cash, thef January 1, 2001, to be allocated to a specified ifpgjr accounts as of the effective date of the amend-

plan may be amended to limit the types ofestment option. ment have the right to distributions in the form of
property in which distributions may be 11“2 Tehe PI'EI‘” does not faif' LO ST‘“SW Se‘;tionemployer stock, and that only participants with
made to the participant to the types oHL1(d)(6) solely on account of the plan amendmerghares of PQR limited partnership allocated to their
tv specified in the amendment. E relating to the elimination of the employer stock in-accounts as of the effective date of the amendment
property sp + FQfestment option, which is not a section 411(d)(6have the right to distributions in the form of shares
this purpose, the types of property specprotected benefit. See paragraph (d)(7) of Q&A-bf PQR limited partnership, and that further pro-
fied in the amendment must include albf this section. Moreover, because the plan did neiides that the distribution of that stock or those
types of property (other than marketabl@rovide for distributions of employer securities exshares is available only to the extent that those assets
securities that are not securities of the erﬁ?Pt to the extent participants’ accounts were inare allocated to those participants’ accounts at the
I that Il ted to th ti .vested in the employer stock fund, the plan is not reime of the distribution. To comply with the plan
P oyfar) at are allocated to the partiClyyired operationally to offer distributions of amendment, the plan administrator retains a list of
pant’s account on the effective date of themployer securities following the amendment. Iparticipants with employer stock allocated to their
amendment and in which the participanaddition, the plan would not fail to satisfy sectionaccounts as of the effective date of the amendment,
would be able to receive a distribution im411(d)(6) on account of a further plan amendmenénd a list of participants with shares of PQR limited
: : ffective after the plan has ceased to provide for gmartnership allocated to their accounts as of the ef-
mediately before the effective date of th& ; . e P
d y it a distrib bl eémployer stock fund investment option (and particifective date of the amendment. See paragraphs
amendment If a distributable event 0Cpants”accounts have ceased to be invested in eifiy)(2)(iii)(A) and (B) of this Q8A-2.
curred. In addition, a plan amendmengioyer securities), to eliminate the right to a distribu- Example 3 (i) An employer maintains a stock
may provide that the participant’s right t(?(ibc;rzzi)rzut_;l(%)forfmh(_)f ggglc;yer stock. See paragrapBonus plan under which a participant, upon termina-
receive a distribution in the form of speci n(B) of this -2 tion of employment, may elect to receive benefits in a
fied types of property is limited to the E?<ample 2.(i) An employer mgintains a profit- .single-sum distribution in employer stock. This is the
property allocated to the participant’s aC:_sha_rlng plan l:nder which a plartlmpant, L_Jporl; ternjle'nly'pla.n ma'lntamed by the employer qnder which
he time of distribution that Con_natlor_1 of emp 0yr_ner_1t, r'_naygect t_o receive : en_efltd|str|but|ons in employer stock are available. The
count at the ti n in a single-sum distribution either in cash or in kindemployer decides to terminate the stock bonus plan.
sists of prpperty O'f thQSG specified typﬁ'S."I'he plan’s investments are limited to a fund invested  (jj) If the plan makes available a single-sum dis-
(C) In-kind distributions after plan ter- in employer stock, a fund invested in XYZ mutualyipution in employer stock on plan termination, the
mination If a plan includes an Optionalfunds (which are marketable securities), and a funglan will not fail to satisfy section 411(d)(6) solely
form of benefit under which benefits ar invested in shares of PQR limited partnershipecause the optional form of benefit providing a sin-
distributed in specified property. that o e_‘(Whl(?h are not marketable securities). gle-sum distribution in employer stock on termina-
. P . property, . P (ii) The following alternative plan amendmentstion of employment is modified to provide that such
tlpne}l fO!’m of benefit may b_e modlfled forwould not cause the plan to fail to satisfy sectiomlistribution is available only in cash. See paragraph
distributions after plan termination by sub411(d)(6): (b)(2)(iii)(C) of this Q&A-2.
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FHREER features of the optional form of benefitover 5, 10, 15, or 20 years. However, after the
(e) Permitted plan amendments affectthat is eliminated or restricted to the eXamendment is effective, P continues to be entitled to

. . . ceive cash distributions from Plan M, payable as
ing alternative forms of payment undetent that those rights or features would n(%ﬁ the first day of the month following P’s termina-

defined contribution plars-(1) General pe protected fr(_)m elimination or r_eStriC'tion of employment (or as of the first day of any sub-
rule. Adefined contribution plan does notion under section 411(d)(6) or this seCsequent month, subject to the requirements of sec-
violate the requirements of sectiorfion. tion 401(a)(9)), in the form of a single-sum

: . distribution. The amendment does not apply to P if
411(d)(6) merely because the plan is (3) Examples The following examples P elects o have annuity payments begin before Jan-

amended to eliminate or restrict the abildlustrate the application of this paragraphyary 1, 2002. on September 20, 2001, the plan ad-

ity of a participant to receive payment ofe): ministrator of Plan M furnishes P with a summary of
accrued benefits under a particular op- Example 1 (i) P is a participant in Plan M, a material modifications that reflects the amendment
tional form of benefit if— qualified profit-sharing plan with a calendar planand that satisfies the requirements of 29 CFR
year that is invested in mutual funds. The distribu2520.104b-3.

(i) After the plan amendment is effec o 2 oiape to P under Plan M include a dis- (i) Plan M does not violate the requirements of

tive with respect to the participant, the algipytion of P's vested account balance under Plan ection 411(d)(6) merely because, as of January 1,

ternative forms of payment available tan the form of distribution of various annuity con-2002, the plan amendment has eliminated P’s option

the participant include payment in a sintract forms (including a single life annuity and ato receive a distribution in the form of substantially

gle-sum distribution form that is other-ioint and survivor annuity). The annuity payment§qtzlg| monthly installment payments over 5, 10, 15,

.. . . under the annuity contract forms begin as of the firir 20 years.

WI,Se |der_1t|cal_to thef o_ptlonal form Of, ben__day of the month following P’s termination of em-  (4) Effective date.This paragraph (e)

efit that is being eliminated or restricted - .
ployment (or as of the first day of any subsequer&pp“es to plan amendments that are

y month, subject to the re_quuements of Secm%}dopted on or after September 6, 2000.
(“) The amendment does not apply t@¢01(a)(9)). P has not previously elected payment (o1
. - ‘«triy DENEfits in the form of a life annuity, and Plan M is
the participant with respect to any dlsmpnot a direct or indirect transferee of any plan thatisa A-3. (a) * * *

Ution with an annUit.y starting date that IRjefined benefit plan or a defined contribution plan (3) Waiver prohibition In generaL ex-
earlier than the earlier of— that is subject to section 412. Plan M provides thatent as provided in paragraph (b) of this

(A) The 90th day after the date the pardistributi?ns on thhe death of a(p(';\(rtici);za;\(t i;lz? madé&A-S a participant may not elect to
e ; in accordance with section 401(a)(11)(B)(iii)(1). On ™" ’ "
ticipant has been furnished a Summarylay 15, 2001, Plan M is amended so that, after th¥/@ive section 411(d)(6) protected bene-

that reflects the ‘?‘mendmem and that saligs,engment is effective, P is no longer entitled tdits. Thus, for example, the elimination of
fies the requirements of 29 CFRany distribution in the form of the distribution of anthe defined benefit feature of a partici-
2520.104b-3 (relating to a summary oO#nnuity contract. However, after the amendment iEantrS benefit under a defined benefit plan

material modifications) for pension p|anspffective, P is entitled to receive a single-sum cas :
distribution of P’s vested account balance undery regson of a t_ran_Sfer of such benefits to
Plan M payable as of the first day of the month fol& defined contribution plan pursuant to a

(B) The first day of the second plangying P's termination of employment (or as of theparticipant election, at a time when the
year following the plan year in which thefirst day of any subsequent month, subject to the résenefit is not distributable to the partici-
amendment is adopted. quirements of section 401(a)(9)). The amendmerﬁant, violates section 411(d)(6).

(2) Otherwise identical single-sum dig-2°¢S 0t aPply (o P if P elects to have annuity pay- 4y pirect rollovers A direct rollover
. . - ments begin before the earlier of January 1, 2003, g{ . .
trlbutlor_L For purposes of this parr_algrap@o days after the date on which the plan administr _esc.rlbed' in Q&A-3 o.f'§l.401(a')(31)—1
(e), a single-sum distribution form is oth-or of Plan M furishes P with a summary that rethat is paid to a qualified plan is not a
erwise identical to an optional form offlects the amendment and that satisfies the requirtransfer of assets and liabilities that must
benefit that is eliminated or restricted purmoeonltS ﬁf 29| CFF; 252_0-104b‘?-PIO” ﬁicembher 1;éatisfy the requirements of section 414(l),
suant to paragraph (e)(1) of this Q&A-2* i - the plan a T'"'Sérator.ot. oot refioate mand is not a transfer of benefits for pur-
ly if the single-sum diStribUtion fOrm IS s et aa ha o b o0 8. 18 e & i hoses of applying the requirements under
F’n y ' . g Y amendment and that satisfies the requirements of £ - pplying q
identical in all respects to the eliminatedtFr 2520.104b-3. section 411(d)(6) and paragraph (a)(1) of
or restricted optional form of benefit (or (i Plan M does not violate the requirements othis Q&A-3. Therefore, for example, if
would be identical except that it providesection 411(d)(6) (or section 401(a)(11)) merely besuch a direct rollover is made to another
greater rights to the participant) excepfause. as of March 14, 2002, the plan amendmegy,jified plan, the receiving plan is not

with respect to the timing of paymentd'2S eliminated P's option to receive a distribution i, o ;e 4 o provide, with respect to

“any of the various annuity contract forms previously . . .
after commencement. For example, a SiQyailaple. amounts paid to it in a direct rollover, the
gle-sum distribution form is not otherwise gyample 2 (i) P is a participant in Plan M, a Same optional forms of benefit that were
identical to a specified installment formqualified profit-sharing plan to which section provided under the plan that made the di-
of benefit if the single-sum distribution401(a)(11)(A) does not apply. Upon termination ofect rollover. See §1.401(a)(31)-1, Q&A-
form is not available for distribution on&mployment, P is entitled to receive cash distribuq 4

. . tions from Plan M, payable as of the first day of the . .

the date on which the |.nstallment forrqnonth following P's termination of employment (or (b) Elec'gve transfgrs pf benefits be-
would have been available for com«s of the first day of any subsequent month, subjetve€en defined contribution plars(1)
mencement, is not available in the sam® the requirements of section 401(a)(9)), in the forseneral rule A transfer of a participant's
medium of distribution as the installmenpf a single-sum distribution, or in substantially equakntire benefit between qualified defined
form, or imposes any condition of eligi—c“)“roznéh%;zta”on:]e"\‘;azaig‘92”(;(5) fVS{ailtlt]Aeirssé ni(e"nclhi’contribution plans (other than any direct
bility that did not apply to the_ |n§tallm¢ntso that, after the amendment is effective, P is nglollover described in Q_&A-S gf_
form. However, an otherwise identicalonger entitled to receive a distribution in the form31-401(2)(31)—1) that results in the elimi-
distribution form need not retain rights ofof substantially equal monthly installment paymentgiation or reduction of section 411(d)(6)

September 18, 2000 286 2000-38 I.R.B.

or



protected benefits does not violate sectiothis paragraph (b) only provides reliefributable (within the meaning of para-
411(d)(6) if the following requirementsunder section 411(d)(6); a transfer degraph (c)(3) of this Q&A-3);
are met— scribed in this paragraph must satisfy all (ii) For a transfer that occurs on or after

(i) Voluntary election The plan from other applicable qualification require-January 1, 2002, the transfer occurs at a
which the benefits are transferred must pranents. Thus, for example, if the survivotime at which the participant is not eligi-
vide that the transfer is conditioned upon annuity requirements of sectiondle to receive an immediate distribution
voluntary, fully-informed election by the 401(a)(11) and 417 apply to the plan fronof the participant’'s entire nonforfeitable
participant to transfer the participant’s enwhich the benefits are transferred, as da&ccrued benefit in a single-sum distribu-
tire benefit to the other qualified definedscribed in this paragraph (b), but do nation that would consist entirely of an eli-
contribution plan. As an alternative to thetherwise apply to the receiving plan, thgible rollover distribution within the
transfer, the participant must be offered theequirements of sections 401(a)(11) andheaning of section 401(a)(31)(C);
opportunity to retain the participant’s sec417 must be met with respect to the trans- (iii) The voluntary election require-
tion 411(d)(6) protected benefits under théerred benefits under the receiving planments of paragraph (b)(1)(i) of this Q&A-
plan (or, if the plan is terminating, to re-In addition, the vesting provisions undeB are met;
ceive any optional form of benefit forthe receiving plan must satisfy the re- (iv) The participant is fully vested in
which the participant is eligible under thequirements of section 411(a)(10) with rethe transferred benefit in the transferee
plan as required by section 411(d)(6)).  spect to the amounts transferred. plan;

(i) Types of plans to which transfers (3) Status of elective transfer as other (v) In the case of a transfer from a de-
may be made.To the extent the benefitsright or feature A right to a transfer of fined contribution plan to a defined bene-
are transferred from a money purchaskenefits from a plan pursuant to the eledit plan, the defined benefit plan provides
pension plan, the transferee plan must lizve transfer rules of this paragraph (b) i& minimum benefit, for each participant
a money purchase pension plan. To then other right or feature within the meanwhose benefits are transferred, equal to
extent the benefits being transferred anag of §1.401(a)(4)—4(e)(3), the availabilthe benefit, expressed as an annuity
part of a qualified cash or deferredty of which is subject to the nondiscrimi-payable at normal retirement age, that is
arrangement under section 401(k), theation requirements of section 401(a)(4lerived solely on the basis of the amount
benefits must be transferred to a qualifiednd 8§1.401(a)(4)-4. However, for puriransferred with respect to such partici-
cash or deferred arrangement under segoses of applying the rules ofpant; and
tion 401(k). To the extent the benefit§1.401(a)(4)-4, the following conditions (vi) The amount of the benefit trans-
being transferred are part of an employesre to be disregarded in determining théerred, together with the amount of any
stock ownership plan as defined in sectioamployees to whom the other right or feacontemporaneous section 401(a)(31) di-
4975(e)(7), the benefits must be trangure is available— rect rollover to the transferee plan, equals
ferred to another employee stock owner- (i) A condition restricting the availabil- the entire nonforfeitable accrued benefit
ship plan. Benefits transferred from aty of the transfer to benefits of partici-under the transferor plan of the participant
profit-sharing plan other than from a qualpants who are transferred to a differenvhose benefit is being transferred, calcu-
ified cash or deferred arrangement, oemployer in connection with a specifiedated to be at least the greater of the sin-
from a stock bonus plan other than an enasset or stock disposition, merger, or othg@le-sum distribution provided for under
ployee stock ownership plan, may beimilar transaction involving a change irthe plan for which the participant is eligi-
transferred to any type of defined contriemployer of the employees of a trade dole (if any) or the present value of the par-
bution plan. business (i.e., a disposition within theicipant’s accrued benefit payable at nor-

(iif) Circumstances under which trans-meaning of 81.410(b)-2(f)), or in connecial retirement age (calculated by using
fers may be madeThe transfer must betion with any such disposition, merger, ointerest and mortality assumptions that
made either in connection with an asset ather similar transaction. satisfy the requirements of section 417(e)
stock acquisition, merger, or other similar (ii) A condition restricting the availabil- and subject to the limitations imposed by
transaction involving a change in emity of the transfer to benefits of partici-section 415).
ployer of the employees of a trade or buspants who have a change in employment (2) Treatment of transfer(i) In gen-
ness (i.e., an acquisition or dispositiorstatus to an employment status with reeral. A transfer of benefits pursuant to
within the meaning of 81.410(b)-2(f)) orspect to which the participant is not entithis paragraph (c) generally is treated as a
in connection with the participant’stled to additional allocations under thelistribution for purposes of section
change in employment status to an entransferor plan. 401(a). For example, the transfer is sub-
ployment status with respect to which the (c) Elective transfers of certain distrib- ject to the cash-out rules of section
participant is not entitled to additional al-utable benefits between qualified plans 411(a)(7), the early termination require-
locations under the transferor plan. (1) In general. A transfer of a partici- ments of section 411(d)(2), and the sur-

(2) Applicable qualification require- pant’s benefits between qualified plansivor annuity requirements of sections
ments A transfer described in this parathat results in the elimination or reductio01(a)(11) and 417. A transfer pursuant
graph (b) is a transfer of assets or liabilief section 411(d)(6) protected benefitdo the elective transfer rules of this para-
ties within the meaning of sectiondoes not violate section 411(d)(6) if—  graph (c) is not treated as a distribution
414(1)(1) and, thus, must satisfy the re- (i) The transfer occurs at a time afor purposes of the minimum distribution
qguirements of section 414(l). In additionwhich the participant’s benefits are distequirements of section 401(a)(9).
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(if) Status of elective transfer as opACTION: Final regulations. is not a qualified interest under section
tional form of benefit A right to a transfer UMMARY: This d . 2702, unless the trust instrument ex-
of benefits from a plan pursuant to thi | | : ISI .ocumefr:t (;orf'l'ta.u'ns pressly prohibits the use of notes, other
elective transfer rules of this paragrap ?a regll%f?‘t'(;”ﬁs relating éo the ?m';'?g ebt instruments, options, or similar fi-
(c) is an optional form of benefit underc’]c ?hqulatl 1€ Ilnéerest ungrdsect$hn p Iancial arrangements.
section 411(d)(6), the availability of O the Internal kevenue Lode. 1he inal: & mmentators suggested that the regula-

C ; ST r{egulatlons apply to a grantor retained agg

; GRAT) and , ons should permit the use of short-term
requirements of section 401(a)(4) angduiy rust ( ) and a grantor retaine

. GRUT) in d L heth otes or notes that bear interest at the sec-
81.401(a)(4)-4. unltru§t ( . ) in . etermln!qg w etNeliion 7520 rate. This suggestion was not
a retained interest is a qualified interes

(3) Distributable benefits For pur- ) o Tadopted. A note issued by the trust, regard-

poses of paragraph (c)(1)(i) of this Q&A- Sess of the term or the interest rate, effec-

3, a participant’s benefits are distributablé’ ho make a transfer in trust to a family

b d retai int tinthe t tively defers the required payment. Thus,
on a particular date if, on that date, th r?m efr aT re ?”:, an lnlergs tlr? t etru%e issuance of a note is not the current pay-
participant is eligible, under the terms of ese final regulations clarify that a trus ent of the annuity or unitrust amount not

the plan from which the benefits are transt-hat uses a note, other debt Instrumeng,q frequently than annually as required by
he statute. Under these provisions, in

ferred, to receive an immediate distribupptlon.’ or similar financial arranggmgntt

tion of these benefits (e.g., in the form of° satisfy the annual pgyment Ob“gat'q%rder to satisfy the annuity or unitrust pay-
an immediately commencing annuity)Oloes hot meet the requirements of Sectiqfent obligation under section 2702(b), the
from that plan under provisions of the2702(b)' annuity or unitrust amount must be paid

plan not inconsistent with section 401(a).DATES: Effective Date These regula- With either cash or other assets held by the
(d) Effective date. This Q&A-B ap- tions are effective September 5, 2000.  trust.

plicable for transfers made on or after Commentators also questioned whether
September 6, 2000. FOR FURTHER INFORMATION CON- 1ty prohibition on the use of notes to make
* ok ok Kk TACT: James F. Hogan, (202)622-309Qhe annuity or unitrust payment applies if

(not a toll-free number). the trustee borrows the required funds from

Robert E. Wenzel,

o SUPPLEMENTARY INFORMATION:  an unrelated party. The Treasury Depart-
Deputy Commissioner ment and the IRS acknowledge that a

trustee may borrow from an unrelated party
Approved August 28, 2000. . to make the payment. However, the step
On June 22, 1999, the IRS published ig5nsaction doctrine will be applied where a
Jonathan Talisman, the Federal Register(64 F.R. 33235) a ggyjes of transactions is used to achieve a

Acting Assistant Secretarynotice of proposed  rulemakingyeqit that is inconsistent with the regula-
of the Treasury. (REG-108287-98, 1999-28 I.R.B. 27}i5hq  For example, suppose that the trustee

relating to the definition of gualified in- 5 -ows cash from a bank to make the re-
(Filed by the Office of the Federal ‘Regis_ter on Au{erestunder section 2702. The IRS re'quired annuity payment and then borrows
gust 31, 2000, 2:25_p.m., and published in the isSWaived comments on the notice of Progaqh f h tor t the barik
of the Federal Register for September 6, 2000, 65 d rul Kina: h cash 1rom the grantor to repay the bank.
F.R. 53901) posed rulemaking; however, no requesjyijary, suppose the grantor requests that

for a public hearing was received so ng pany make a loan to the trust, but as a pre-
public hearing was held. This documenfeqisite for making the loan, the bank re-
adopts final regulations with respect tc?quires the grantor to deposit with the bank

of Internal Revenue. Background

Section 2702.—Special the notice of proposed rulemaking. Ay, amount equal to the loan. There is no
Valuation Rules in Case of summary of the principal comments reg hstantive difference between these series
Transfers of Interests in Trusts ceived is provided below. _ of transactions and the situation in which a
In addition, the final regulations clarify ystee jssues a note for the annuity amount
26 CFR 25.2702-3: Qualified interests. the regulatory rule regarding the paymenjjrectly to the grantor. The final regula-
1.D. 8899 period of the annuity or unitrust amounigns have added the words “directly or in-
L. and the proration of payments for pe”Odﬁirectly” to clarify this point.
DEPARTMENT OF THE TREASURY °f 'ess than 12 months. In response to a comment, the final regu-
Internal Revenue Service Comments on Notice of Proposed lations clarify that a trust instrument provi-
26 CFR Part 25 Rulemaking sion e_xpressly prohibiting the use of notes
to satisfy the annual payments is not re-
Definition of a Qualified Interest Under the proposed regulations, the usguired for trusts established before Septem-
in a Grantor Retained Annuity of a note, other debt instrument, option, doer 20, 1999. However, as provided in the
Trust and a Grantor Retained similar financial arrangement does notegulations, a retained interest in a trust es-
Unitrust constitute a payment of the annuity otablished before September 20, 1999, will

unitrust amount to the grantor as requiredot be treated as a qualified interest if notes
AGENCY: Internal Revenue Serviceby section 2702. Further, the proposedre used after September 20, 1999, to sat-
(IRS), Treasury. regulations provide that a retained interes$fy the payment obligation, or any notes is-
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sued to satisfy the annual payment oblig&zhief Counsel, IRS. Other personnepayable to the grantor is a period of less
tion on or prior to September 20, 1999, ar'om the IRS and Treasury Departmenthan 12 months. If the payment is made

not paid in full by December 31, 1999.  participated in their development. based on the taxable year, proration of the
, , ’ *okok ok annuity amount is required for each short
Proration of First Year's Payment taxable year of the trust during the

Adoption of Amendments to the
In response to comments, the regu"”Regulations

tions clarify the rules covering the period
on which the annual payment must be Accordingly, 26 CFR part 25 is

based and the proration of the annuity cxmended as follows: number of days in the short period and the
unitrust amount in the case of short peri- denominator of which is 365 (366 if Feb-
ods. The final regulations make it cleaPART 25—GIFT TAX; GIFTS MADE ruary 29 is a day included in the numera-

that the annuity or unitrust amount nee@F TER DECEMBER 31, 1954 tor).

4) Payment of the annuity amount in
not be payable based on the taxable yearpar 1 The authority citation for partce(rt)ain ycircumstancesAnyannuity
of the trust. Rather, the annuity or Unig continues to read in part as follows:

amount payable based on the anniversar
trust amount may be payable annually or aythority: 26 U.S.C. 7805 * * * date of tF;\eycreation of the trust must bey
more frequently, (for example, monthly, par. 2. Section 25.2702-3 is amendeghig py the anniversary date. An annuity

quarterly, or semi-annually) ba;ed on thes follows: amount payable based on the taxable year
anniversary date of the creation of the ;. Paragraph (b)(1)(i) is amended by e trllJDstyma be paid after the Closeyof
trust. Thus, a trust prOV|d|rt1g for an annureyising the second and fourth sentencef,q taxable ez)a/r ropvided the pavment is
lty interest created on May*heed not re- gpq removing the last sentence. made no Iat)ér th'aF;] the date b IOv{hich the
quire that the trustee make payments Paragraph (b)(3) is revised. trustee is required to file the zederal in-
based on the taxable year of the trust. In- 3 Paragraph (b)(4) is redesignated agme tax retgrn of the trust for the taxable
stead, the entire annual payment May B ragraph (b)(s). year (without regard to extensions). If the
made by April 38" of each succeeding 4 Anew paragraph (b)(4) is added.  ;stee reports for the taxable year pur-
year of the trust term. If payment is based Paragraph (c)(1)(i) is amended by res a1 o §p1 S714(b) of this chz)i/ o pthe
on the anniversary date of the trust, prorgzsing the third and fifth sentences and rf€nnuity bavment must be madepno |ater
tion of the annuny_ or unitrust amount "Y'”moving the last sentence. than tgepdz;lte by which the trustee would
be required only if the last period during g, Paragraph (c)(3) is revised. have been re uxi/red to file the Federal in-
which such amount is payable to the 7, Paragraphs (c)(4) and (d)(5) argome tax retu?n of the trust for the taxable
grantor is a short period. On the otheiggeq, ear (without regard to extensions) had

hand, if payment is based on the taxable 1 reyisions and additions read as fo
year of the trust, proration is required foyy,c- the trustee reported pursuant to
each short taxable year of the trust during §1.671-4(a) of this chapter.

grantor’s term. The prorated amount is
the annual annuity amount multiplied by a
fraction, the numerator of which is the

the grantor’s term. §25.2702-3 Quialified interests. rrmEn
(C) * k% %
Special Analyses *okok ok k (1) * ** (i) * * * The unitrust amount
b) * * * must be payable to (or for the benefit of)

It has been determined that this Tréa- (1) « « » (j) * * * The annuity amount the holder of the unitrust interest at least
sury decision is not a significant regulam, st he payable to (or for the benefit ofannually. * * * Issuance of a note, other
tory action as defined in Executive Ordefhg ho|der of the annuity interest at leaglebt instrument, option, or other similar
12866. Therefore, a regulatory assesgpp a|ly. * * * |ssuance of a note, otheffinancial arrangement, directly or indi-
ment is not required. It has also been deppt instrument, option, or other similarectly, in satisfaction of the unitrust
termined that section 553(b) of the Adtinancial arrangement, directly or indi-amount does not constitute payment of
ministrative Procedure Act (5 U.S.C..qct)y in satisfaction of the annuitythe unitrust amount.
chapter 5) and the Regulatory Flexibility, ,ount does not constitute payment of* * * *

Act (5 U.S.C: chapter 6) do not apply tqy,q annuity amount. (3) Payment of unitrust amountThe
these regulations, and therefore, a Regulax « x » unitrust amount may be payable based on
tory Flexibility Analysis is not required. 3y payment of annuity amountThe either the anniversary date of the creation
Pursuant to section 7805(f) of the Internalyn ity amount may be payable based @f the trust or the taxable year of the trust.
Revenue Code, the notice of proposegither the anniversary date of the creatiom either situation, the unitrust amount
rulemaking preceding these regulationgs e tryst or the taxable year of the trustay be paid annually or more frequently,
was submitted to the Small Business Adr, gijther situation, the annuity amounsuch as semi-annually, quarterly, or
ministration for comment on its impact 0N,y he paid annually or more frequentlymonthly. If the payment is made based on
small business. such as semi-annually, quarterly, othe anniversary date, proration of the uni-
monthly. If the payment is made based otrust amount is required only if the last
the anniversary date, proration of the arperiod during which the annuity is

The principal author of these regulanuity amount is required only if the lastpayable to the grantor is a period of less
tions is James F. Hogan, Office of th@eriod during which the annuity isthan 12 months. If the payment is made

Drafting Information
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based on the taxable year, proration of théne trustee reported pursuant taatisfy the annual payment obligation is
unitrust amount is required for each sho81.671-4(a) of this chapter. terminated by December 31, 1999, such
taxable year of the trust during the (d)*** that the grantor receives cash or other
grantor’s term. The prorated amount is (5) Use of debt obligations to satisfytrust assets in satisfaction of the payment
the annual unitrust amount multiplied bythe annuity or unitrust payment obliga-obligation. For purposes of the preceding
a fraction, the numerator of which is thdion—(i) In general In the case of a trust sentence, an option will be considered ter-
number of days in the short period and thereated on or after September 20, 199&inated only if the grantor receives cash
denominator of which is 365 (366 if Feb-the trust instrument must prohibit theor other trust assets equal in value to the
ruary 29 is a day included in the numeratrustee from issuing a note, other debt irgreater of the required annuity or unitrust
tor). strument, option, or other similar finan-payment plus interest computed under
(4) Payment of the unitrust amount incial arrangement in satisfaction of the ansection 7520 of the Internal Revenue
certain circumstancedA unitrust amount nuity or unitrust payment obligation. Code, or the fair market value of the op-
payable based on the anniversary date of (i) Special rule in the case of a trustion.
the creation of the trust must be paid bgreated prior to September 20, 1998. *****
the anniversary date. A unitrust amounthe case of a trust created prior to Septem-
payable based on the taxable year of theer 20, 1999, the interest will be treated as
trust may be paid after the close of tha qualified interest under section 2702(b)
taxable year, provided the payment i§—
made no later f[han the_ date by which _the_ (A) Note_s, _othe_r deb'F instruments, OPapproved August 10, 2000.
trustee is required to file the Federal intions, or similar financial arrangements

Robert E. Wenzel,
Deputy Commissioner
of Internal Revenue.

come tax return of the trust for the taxablare not issued after September 20, 1999, Jonathan Talisman,
year (without regard to extensions). If theéo satisfy the annuity or unitrust payment Acting Assistant Secretary
trustee reports for the taxable year pumbligation; and of the Treasury.

suant to 81.671-4(b) of this chapter, the (B) Any notes or any other debt instru- _ _

unitrust payment must be made no latements that were issued to satisfy the affild by the Office of the Federal Register on Sep-

than the date by which the trustee wouldual payment obligation on or prior totember 1, 2000, 8:45 a.m., and published in the issue
Y . . pay 9 . _p of the Federal Register for September 5, 2000, 65

have been required to file the Federal infSeptember 20, 1999, are paid in full by r 53587)

come tax return of the trust for the taxabl®ecember 31, 1999, and any option or

year (without regard to extensions) hagimilar financial arrangement issued to
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Part lll. Administrative, Procedural, and Miscellaneous

2000 Marginal Production Rates produced from marginal properties. Thén which the taxable year begins. The

applicable percentage is the percentageference price determined under

Notice 2000-50 (not greater than 25 percent) equal to th& 29(d)(2)(C) for the 1999 calendar year
. sum of 15 percent, plus one percentage $15.56.

Section 613A(C)(6)(C) of the I“ntern_al oint for each whole dollar by which $20 Table 1 contains the applicable percent-
Revenue Code”defmes the term ap'{)“(f\agxceeds the reference price (determinembes for marginal production for taxable
ple percentage” for purposes Of_ determ”ﬂl]nder § 29(d)(2)(C)) for crude oil for theyears beginning in calendar years 1991
ing percentage depletion for oil and 938%alendar year preceding the calendar yetrough 2000.

Notice 2000-50 Table 1
APPLICABLE PERCENTAGE FOR MARGINAL PRODUCTION
Calendar Year Applicable Percentage
1991 15 percent
1992 18 percent
1993 19 percent
1994 20 percent
1995 21 percent
1996 20 percent
1997 16 percent
1998 17 percent
1999 24 percent
2000 19 percent

The principal author of this notice isan inflation adjustment factor. The en- Because the reference price for the
Brenda M. Stewart of the Office of Associ-hanced oil recovery credit under § 43 fol999 calendar year ($15.56) does not ex-
ate Chief Counsel (Passthroughs and Spany taxable year is reduced if the “referenceeed $28 multiplied by the inflation ad-
cial Industries). For further information re-price,” determined under § 29(d)(2)(C), fojustment factor for the 2000 calendar
garding this notice contact Ms. Stewart ahe calendar year preceding the calendgear, the enhanced oil recovery credit for

(202) 622-3120 (not a toll-free call). year in which the taxable year begins igualified costs paid or incurred in 2000 is
greater than $28 multiplied by the inflationdetermined without regard to the phase-
adjustment factor for that year. out for crude oil price increases.

2000 Section 43 Inflation The term “inflation adjustment factor” Table 1 contains the GNP implicit price

Adjustment means, with respect to any calendar yeateflator used for the 2000 calendar year,
a fraction the numerator of which is theas well as the previously published GNP

Notice 2000-51 GNP implicit price deflator for the pre-implicit price deflators used for the 1991

. ceding calendar year and the denominattiirough 1999 calendar years.
Section 43(b)(3)(B) of the Internal Rev-y¢\ ich s the GNP implicit price defla-
enue Code requires the Secretary to publi§ f for 1990
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Notice 2000-51 Table 1
GNP IMPLICIT PRICE DEFLATORS

Calendar Year GNP Implicit Price Deflator
1990 112.9 (used for 1991)
1991 117.0 (used for 1992)
1992 120.9 (used for 1993)
1993 124.1 (used for 1994)
1994 126.0 (used for 1995)
1995 107.5 (used for 1996)*
1996 109.7 (used for 1997)
1997 112.35 (used for 1998)**
1998 112.64 (used for 1999)
1999 104.59 (used for 2000)***

* Beginning in 1995, the GNP implicit price deflator was rebased relative to 1992. The 1990 GNP implicit price deflator used
to compute the 1996 § 43 inflation adjustment factor is 93.6.
** Beginning in 1997, two digits follow the decimal point in the GNP implicit price defltor. The 1990 GNP price deflator used
to compute the 1998 § 43 inflation adjustment factor is 93.63.
*** Beginning in 1999, the GNP implicit price deflator was rebased relative to 1996. The 1990 GNP implicit price deflator
used to compute the 2000 § 43 inflation adjustment factor is 86.53.

Table 2 contains the inflation adjustmenyears beginning in the 2000 calendar yeadjustment factors and phase-out amounts
factor and the phase-out amount for taxabbes well as the previously published inflatiorfor the 1991 through 1999 calendar years.

Notice 2000-51 Table 2
INFLATION ADJUSTMENT FACTORS AND PHASE-OUT AMOUNTS
Calendar Inflation Adjustment Phase-out
Year Factor Amount
1991 1.0000 0
1992 1.0363 0
1993 1.0708 0
1994 1.0992 0
1995 1.1160 0
1996 1.1485 0
1997 1.1720 0
1998 1.1999 0
1999 1.2030 0
2000 1.2087 0
DRAFTING INFORMATION Renewable Electricity year 2000 for the renewable electricity pro-

Production Credit, Publication of duction credit under § 45(a) of the Internal

ciate Chief Counsel (Passthroughs anﬁeference Prices for Calendar ment fa_ct_or and refergncg_ prices are use_d in
9 determining the availability of the credit.

Special Industries). For further informa-Year 2000 The 2000 inflation adjustment factor and ref-

The principal author of this notice is

tion regarding this notice contact Ms . ;

otice 2000-52 erence prices apply to calendar year 2000
Stewart at (202) 622-3120 (not a toII-freé\l sales of kilowatt-hours of electricity pro-
call). This notice publishes the inflation adjustduced in the United States or a possession

ment factor and reference prices for calendgiereof from qualified energy resources.

September 18, 2000 292 2000-38 I.R.B.



BACKGROUND partment of Commerce before March 1% hief Counsel (Passthroughs and Special
) , of the calendar year. Industries). For further information re-
Section 45(a) provides that the renew- gection 45(d)(2)(C) provides that thegarding this notice contact Mr. Selig at
able electricity production credit for any taxeterence price is the Secretary’s determ{202) 622-3040 (not a toll-free call).

year is an amount equal to the product @fation of the annual average contract
1.5 cents multiplied by the kllowatt—hourspriCe per kilowatt hour of electricity gen-

of specified electricity produced by the taxg,ated from the same qualified energy r&SRLY Election

payer and sold to an unrelated person dulgrce and sold in the previous year inthe
ing the tax year. This electricity must bgpiteq States. Only contracts entereNotice 2000-53

produced from qualified energy resourcegiq after December 31, 1989, are taken

and at a qualified facility during the 10-yeat 1 account. This notice announces that the Treasury
period beginning on the date the facility Department and the Internal Revenue Ser-
was originally placed in service. INFLATION ADJUSTMENT FACTOR  Vice intend to issue regulations permit-
Section 45(b)(1) provides that theAND REFERENCE PRICES ting certain taxpayers to elect not to apply
amount of the credit determined under certain provisions of Treas. Reg.

§ 45(a) is reduced by an amount that bears The inflation adjustment factor for cal-§§ 1.1502-15, — 21, and — 22 issued on
the same ratio to the amount of the credit &dar year 2000 is 1.1382. The referenciine 25, 1999, and published in the Fed-
(A) the amount by which the referencérices for calendar year 2000 are 4.98ral Register on July 2, 1999 (64 F.R.
price for the calendar year in which the salgénts per kilowatt-hour for facilities pro-36091). The notice also provides taxpay-
occurs exceeds 8 cents bears to (B) 3 cerfi$iCing electricity from wind energy re-ers a mechanism for making the election
Under § 45(b)(2), the 1.5 cents in § 45(ajources and 0 cents per kilowatt-hour fasefore the regulations are issued.

and the 8 cents in § 45(b)(1) are each a cilities producing electricity from  Treasury Regulations 8§ 1.1502-15,
justed by multiplying the amount by the in-closed-loop biomass and poultry waste21, and —22 provide rules for computing

flation adjustment factor for the calendafnergy resources. the limitation with respect to separate re-
year in which the sale occurs. ) turn limitation year (SRLY) losses, and the
Section 45(c)(1) defines qualified energ)? HASE-OUT CALCULATION carryover or carryback of losses to consol-

resources as wind, closed-loop biomass, Because the 2000 reference prices féf@ted and separate return years. In
and poultry waste. Section 45(c)(3) defineglectricity produced from wind, closed-38 1.1502-15(g), —21(g), and —22(g), the
a qualified facility as any facility owned by|oop biomass, and poultry waste energ;pverlap rule” e“mmates_the_ application

the taxpayer that originally is placed in serresources do not exceed 8 cents per kilQf e SRLY rules in certain circumstances
vice after December 31, 1993 (Decembegatt hour multiplied by the inflation ad- " Which the rules of 88 382 or 383 of the
31, 1992, in the case of a facility usingustment factor, the phaseout of the credifite'nal Revenue Code also apply. The
closed-loop biomass to produce electricityrovided in § 45(b)(1) does not apply td°Verap rule, and consequently the elimi-
and December 31, 1999, in the case of a fatectricity produced from wind, closed-"ation of the SRLY rules, is effective for

cility using poultry waste to produce elecioop biomass, or poultry waste energy rei@x years for which the due date of the re-
tricity), and before January 1, 2002. Segources sold during calendar year 2000, {urn IS after June 25, 1999. The elimina-

8§ 45(d)(7) for rules relating to the inapplic- tion of SRI__Y could increase the amount of
ability of the credit to electricity sold to CREDIT AMOUNT net operating loss carryovers that a consol-
utilities under certain contracts. idated group could absorb.

Section 45(d)(2)(A) requires the Secre- AS reauired by § 45(b)(2), the 1.5¢ Treasury and the Service have been
tary to determine and publish in the Fecg@Mountin § 45(a)(1) is adjusted by multimade aware that the application of the
eral Register each calendar year the infl&lYing such amount by the inflation ad-gyeriap rule has resulted in adverse tax
tion adjustment factor and the referenc!Stment factor for the calendar year ionsequences with respect to certain ac-
prices for the calendar year. The inflatiof’ N the sale occurs. If any amount agyisitions of corporations from consoli-
adjustment factor and the reference pricégcreased under the preceding sentenceqgted groups that occurred during a tax-
for the 2000 calendar year were published°t @ multiple of 0.1¢, such amount igpje year of the consolidated group to
in the Federal Register on August 29/°unded fo the nearest multiple of 0.1Gyhich the June 1999 regulations applied
2000, (168 Fed. Reg. 52474). Under the calculation required bypyt prior to the actual issuance of those

Section 45(d)(2)(B) defines the infla-3 45(b)(2), the renewable electricity proyegylations (the “interim period”). Trea-
tion adjustment factor for a calendar yeaptction credit for calendar year 2000 igyry and the Service believe that certain
as the fraction the numerator of which ig~/ ¢ Per kilowatt hour on the sale of elecof these adverse tax consequences are in-
the GDP implicit price deflator for the t'¢!tY produced from wind energy. appropriate.
preceding calendar year and the denonfflosed-loop bionass, and poultry waste re- accordingly, this notice announces that

nator of which is the GDP implicit price SOU¢€S: Treasury and the Service intend to issue
deflator for the calendar year 1992. Th@)r AFTING INFORMATION regulations that provide an election to
term “GDP implicit price deflator” means ~oNTACT allow a corporation _that ceased to be a
the most recent revision of the implicit member of a consolidated group as a re-

price deflator for the gross domestic prod- The principal author of this notice isSult of a qualified stock purchase (as de-
uct as computed and published by the D@&avid A. Selig of the Office of Associatefined in § 338(d)(3)) in the interim period
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(the “departing member”) to avoid thegroup by treating 88 1.1502-15(g)return for the first taxable year (whether
application of the overlap rule of-21(g), and —22 (g) as not applying withseparate or consolidated) after it ceases to
88 1.1502-15(g), —21(g), and —22(g)espect to that corporation (or to a sulbbe a member of the group and file the re-
while it was in the former group. Thegroup in which it was included) while itturn in accordance with the election as if
election will be available to a departingwas a member of the group. The electioB8 1.1502-15(g), —21(g), and —22(g) did
member of a consolidated group thawill be made solely by the departing memnot apply while it was a member of the
would otherwise be affected by the appliber (or, under § 1.1502—77, its new comformer group.
cation of the overlap rule and that ceasemon parent if it joins another consolidated Treasury and the Service intend to
to be a member of the consolidated grougroup). The election will not require anyamend the regulations under § 1502 to in-
before June 26, 1999, or pursuant to action by the departing member’s formecorporate the guidance set forth in this no-
binding contract that was in effect beforeeonsolidated group and will have no effectice. Until the regulations are amended,
June 26, 1999. on the consolidated return filed by thataxpayers may rely on the guidance set
The election will allow a departing group for the taxable year for which thdorth in this notice.
member to determine the amount of its netue date of the return was after June 25, For further information regarding this
operating loss and capital loss carryovers999, or any subsequent taxable year. notice contact David Kessler or Christo-
(including the amount of net operating To make the election under this noticepher M. Bass of the Office of Associate
loss carryovers treated as arising under corporation must write “Election Pur-Chief Counsel (Corporate) at (202) 622-
§ 1.1502-15(a)) to taxable years beginsuant to Notice 2000-53" across the to@770 (not a toll-free call).
ning after it ceases to be a member of thef page 1 of its original or amended tax
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Part IV. ltems of General Interest

Announcement of the Consent Voluntary Suspension of Attorneys,
Certified Public Accountants, Enrolled Agents, and Enrolled Actuaries
From Practice Before the Internal Revenue Service

Under 31 Code of Federal Regulationsyice matter from directly or indirectly em- countant, enrolled agent or enrolled actu-
Part 10, an attorney, certified public acploying, accepting assistance from, beingry, and date or period of suspension.
countant, enrolled agent or enrolled acttemployed by or sharing fees with, anyrhis announcement will appear in the
ary, in order to avoid the institution orpractitioner disbarred or suspended frorweekly Bulletin at the earliest practicable
conclusion of a proceeding for his disbarpractice before the Internal Revenue Sedate after such action and will continue to
ment or suspension from practice beforeice. appear in the weekly Bulletins for five
the Internal Revenue Service, may offer To enable attorneys, certified public acsuccessive weeks or for as many weeks as
his consent to suspension from such praceuntants, enrolled agents and enrolleid practicable for each attorney, certified
tice. The Director of Practice, in his dis-actuaries to identify practitioners undepublic accountant, enrolled agent or en-
cretion, may suspend an attorney, certconsent suspension from practice befomlled actuary so suspended and will be
fied public accountant, enrolled agent othe Internal Revenue Service, the Directazonsolidated and published in the Cumu-
enrolled actuary in accordance with thef Practice will announce in the Internalative Bulletin.
consent offered. Revenue Bulletin the names and ad- The following individuals have been

Attorneys, certified public accountantsdresses of practitioners who have beeplaced under consent suspension from
enrolled agents and enrolled actuaries aseispended from such practice, their desigractice before the Internal Revenue Ser-
prohibited in any Internal Revenue Sernation as attorney, certified public acvice:

Date of
Name Address Designation Suspension

Stoppenhagen, Larry Ft. Wayne, IN CPA April 14, 2000
to
April 13, 2001

Chon, James N. Hollywood, CA CPA May 22, 2000
to
May 21, 2003

Bleyer, Stephen A. Bala Cynwyd, PA CPA June 26, 2000
to
December 25, 2000

Knutson, Owen Ouray, CO CPA July 3, 2000
to
January 2, 2003

Silverman, Richard E. Fayetteville, NY CPA August 1, 2000
to
March 31, 2004

Holt, Jeffrey Little Rock, AR Enrolled October 1, 2000
Agent to
March 31, 2003

Barbagallo, Joseph Newton, PA CPA October 15, 2000

to
October 14, 2004
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Announcement of the Disbarment and Suspension of Attorneys,
Certified Public Accountants, Enrolled Agents, and Enrolled Actuaries
From Practice Before the Internal Revenue Service

Under Section 330, Title 31 of theploying, accepting assistance from, beindisbarment or period of suspension. This
United States Code, the Secretary of themployed by or sharing fees with, anyannouncement will appear in the weekly
Treasury, after due notice and opportunitpractitioner disbarred or under suspensioBulletin for five successive weeks or as
for hearing, is authorized to suspend drom practice before the Internal Revenu#ng as it is practicable for each attorney,
disbar from practice before the InternaBervice. certified public accountant, enrolled agent
Revenue Service any person who has vio- To enable attorneys, certified public acer enrolled actuary so suspended or dis-
lated the rules and regulations governingountants, enrolled agents and enrolleldarred and will be consolidated and pub-
the recognition of attorneys, certifiedactuaries to identify such disbarred or sudished in the Cumulative Bulletin.
public accountants, enrolled agents or empended practitioners, the Director of Prac- After due notice and opportunity for
rolled actuaries to practice before the Intice will announce in the Internal Revenudearing before an administrative law
ternal Revenue Service. Bulletin the names and addresses of prap:dge, the following individual has been

Attorneys, certified public accountantstitioners who have been suspended fromisbarred from further practice before the
enrolled agents, and enrolled actuaries aseich practice, their designation as attotaternal Revenue Service:
prohibited in any Internal Revenue Serney, certified public accountant, enrolled
vice matter from directly or indirectly em-agent or enrolled actuary, and the date of

Name Address Designation Effective Date

Luebben, William Hot Springs, AR CPA February 11, 2000
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Definition of Terms

Revenue rulings and revenue procedurgsdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on previous rulings use thgosition. (Compare witlamplifiedand of terms is used. For examplmodified
following defined terms to describe thelarified, above). and supersedediescribes a situation
effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancesosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more thamseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflished that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undeall prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedwill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but notthat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

E.O—Executive Order. PHC—Personal Holding Company.

Abbre‘" atlons ER—Employer. PO—Possession of the U.S.

ThelfoIIowing_IzIalbbreviati_ons in c_urlrent Il_lsﬁ and f?]r‘ERISA—Employee Retirement Income Security Act.PR—Partner.
merly used will appear in material published in t eEX—Executor. PRS—Partnership.

Bulletin.

F—Fiduciary. PTE—Prohibited Transaction Exemption.
A—Individu'al. FC—Foreign Country. Pub. L—Public Law.
Acq.—A(?qwescence. FICA—Federal Insurance Contributions Act. REIT—Real Estate Investment Trust.
B—Inleldu.a.I. FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BE—Beneficiary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
Eﬁ'._Al.aj:c()érd of Tax Appeals. F.R—Federal Register. S—Subsidiary.
C—individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedural Rules.

C.B—Cumulative Bulletin.
CFR—Code of Federal Regulations.
Cl—City.

COOPR—Cooperative.

Ct.D—Court Decision.

CY—County.

D—Decedent.

DC—Dummy Corporation.
DE—Donee.

Del. Order—Delegation Order.

DISG—Domestic International Sales Corporation.

DR—Donor.
E—Estate.
EE—Employee.

2000-38 I.R.B.

FX—Foreign Corporation.

G.C.M—Chief Counsel's Memorandum.

GE—Grantee.

GP—General Partner.
GR—Grantor.
IC—Insurance Company.
|.R.B—Internal Revenue Bulletin.
LE—Lessee.

LP—Limited Partner.
LR—Lessor.

M—Minor.
Nonacg—Nonacquiescence.
O—Organization.

P—Parent Corporation.

Stat—Statutes at Large.
T—Target Corporation.
T.C—Tax Court.
T.D—Treasury Decision.
TFE—Transferee.
TFR—Transferor.
T.I.LR—Technical Information Release.
TP—Taxpayer.

TR—Trust.

TT—Trustee.

U.S.C—United States Code.
X—Corporation.
Y—Corporation.
Z—Corporation.
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D VISA D MasterCard D Discover/NOVUS

D Superintendent of Documents Deposit Account

Authorizing signature (Standing orders not valid unless signed.)

Please print or type your name.

Daytime phone number ( )

SuDocs Deposit Account

A Deposit Account will enable you to use Standing Order Service to receive
subsequent volumes quickly and automatically. For an initial deposit of $50
you can establish your Superintendent of Documents Deposit Account.

D YES' Open a Deposit Account for me so | can order future
publications quickly and easily. I'm enclosing the *50 initial deposit.

I EEEEEEEEE e .

[ T T T Jtexpiration date) Thank you for your order!
Authorizing signature 7/00
Company or personal name (Please type or print)

Additional address/attention line

Street address

City, State, Zip code

Daytime phone with area code

E-mail address

Purchase order number {optional)

* Standing Order Service

Just sign the authorization above to charge selected items to your existing
Deposit Account, VISA, or MasterCard Discover/NOVUS account. Or open a
Deposit Account with an initial deposit of $50 or more. Your account will be
charged only as each volume is issued and mailed. Sufficient money must be
kept in your account to insure that items are shipped. Service begins with the
next issue released of each item you select.

You will receive written acknowledgement for each item you choose to
receive by Standing Order Service.

If you wish to cancel your Standing Order Service, please notify the
Superintendent of Documents in writing (telephone cancellations are accepted
but must be followed up with a written cancellation within 10 days).

Important: Please include this completed order form with your payment.



INTERNAL REVENUE BULLETIN

The Introduction at the beginning of this issue describes the purpose and content of this publication. The weekly Intareal Reve
Bulletin is sold on a yearly subscription basis by the Superintendent of Documents. Current subscribers are notified by the
Superintendent of Documents when their subscriptions must be renewed.

CUMULATIVE BULLETINS

The contents of this weekly Bulletin are consolidated semiannually into a permanent, indexed, Cumulative Bulletin. These are
sold on a single copy basis aam@ notincluded as part of the subscription to the Internal Revenue Bulletin. Subscribers to the week-
ly Bulletin are notified when copies of the Cumulative Bulletin are available. Certain issues of Cumulative Bulletinsfgsgrdut o
and are not available. Persons desiring available Cumulative Bulletins, which are listed on the reverse, may purchaseaitbem from
Superintendent of Documents.

HOW TO ORDER

Check the publications and/or subscription(s) desired on the reverse, complete the order blank, enclose the proper remittance
detach entire page, and mail to the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402. Please
allow two to six weeks, plus mailing time, for delivery.

WE WELCOME COMMENTS ABOUT THE
INTERNAL REVENUE BULLETIN

If you have comments concerning the format or production of the Internal Revenue Bulletin or suggestions for improving it, we
would be pleased to hear from you. You can e-mail us your suggestions or comments through the IRS Internet Home Page
(www.irs.gov) or write to the IRS Bulletin Unit, OP:FS:FP:P:1, Room 5617, 1111 Constitution Avenue NW, Washington,
DC 20224.

Internal Revenue Service
Washington, DC 20224

Official Business
Penalty for Private Use, $300




